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OCCUPATIONAL CHOICE IN A COLLECTIVIST ECONOMY 


D. J. DEWEY 


I 
OWEVER confused may be the 
H present state of debate on the 
nature and significance of the 
collectivist economy, in Britain at least 


the collectivist economy’ is rapidly be- 
coming something of a reality; so much 


so that, when, within the near future, 
iron and steel emerge as a public cor- 
poration to take their place beside coal, 
gas, electricity, and transport, the long 
struggle of the Left for nationalization 
of the proverbial basic instruments of 
production will be a closed book. 

It would be rather presumptuous to 
postulate the professional attitude to- 
ward the present trend of events which 
Ought to be adopted by the economist 
holding strong views on the desirability 
or undesirability of nationalization; for 
nationalization may well be the most 
crucial question on which he will ever 
have to pass judgment. Those members 

*It is granted that the term “collectivist econo- 
my” is overly strong in application to the British 
scene, from which all the illustrative material of 
the present article is drawn. Furthermore, no refer- 
nce is made to the Russian experience. On the other 
hand, the term “controlled economy” would be 
too weak. Therefore, wherever the British economy 

| is characterized below as “collectivist,” this termi- 
Rélogy should be kept in mind. 


of the profession who hold with Profes- 
sor Jewkes the conviction that, if she 
behaves rationally, Britain may retrace 
her steps to the path of the (private) en- 
terprise system can scarcely be blamed 
for their battle unto the death. Nor can 
we, I suppose, condemn the brethren of 
socialist persuasion who—remembering 
the long and bitter battle to “set the 
people free” (proletarian fashion)—con- 
tinue to pen their indictments of the 
old order in mortal fear that the hated 
enemy may yet return and snatch away 
their victory. But this writer, though he 
shares the preference of Professor Jewkes 
for the enterprise system to an immoder- 
ate degree, would reluctantly write the 
battle off as lost; for in his view the 
backbone of the enterprise system has 
been broken and, pending some sort of 
highly improbable de-nationalization 
program, it will never be put back to- 
gether again. 

The chain of events which has led to 
the enactment of the nationalization 
program is in itself a fascinating chapter 
in economic history, and its elucidation 
is certainly a worthy object of our 
scholarship. In the present instance, 
however, the ego that “affirms” demands 


465 








466 D. J. DEWEY 


priority for the host of problems of 
economics and ethics (in a policy discus- 
sion a hard-and-fast distinction between 
the two is neither possible nor desirable) 
which make their appearance with the 
advent of the new order. While these 
problems are many and varied, in my 
opinion, none is more important than 
the future of personal liberty in the 
socialist state—not even the oft-dis- 
cussed question of “rational economic 
calculation.” 

The problem of freedom—or, as Mrs. 
Barbara Wootton has properly reminded 
us, the problem of freedoms—is a rather 
large and complicated one (though it 
cannot be said that this consideration 
has deterred the more fervent advocates 
and opponents of socialism from debat- 
ing it ad nauseam in the abstract). In this 
paper we shall therefore direct our atten- 
tion to one aspect of the larger problem, 
albeit a very important aspect—the 
future of the personal liberty we com- 
monly designate “free occupational 
choice.”” Happily it is also the particular 
aspect of the problem which the econo- 
mist is best equipped to investigate. 

For better or worse, the problem of 
occupational choice in the collectivist 
economy has been confused or, at any 
rate, identified with the problem of 
occupational choice in the planned 
economy. The identification seems to 
have stemmed from the fact that both 
the advocates and the opponents of 
socialism have assumed (a) that the 
desire for the planned production and 
distribution of utilities is the principal 
reason why people support programs of 
socialization and (b) that the attainment 
of socialism will, in fact, bring the desired 
(or opposed) degree of planning. 

While both these assumptions can be 
called into question, the identification of 
planning with collectivism has a definite 


pragmatic value in any discussion on the 
future of occupational choice, for it is 
really planning and not socialism which 
is the significant variable. If we postulate 
a priori that the citizens of the socialist 
state would not tolerate any curtailment 
of their range of occupational choice, the 
problem would conveniently cease to 
exist; or, if we knew in advance just 
how much planning was going to be at- 
tempted and accomplished, we could 
with reasonable certainty set out the 
conditions necessary for the preservation 
of the traditional range of choice, esti- 
mate the likelihood that these conditions 
would prevail, and then make our pre- 
diction. 

But unfortunately, though the prob- 
lem of occupational choice in the col- 
lectivist economy thus becomes one of 
occupational choice in the planned col- 
lectivist economy, we do not in fact 
know how much or what kind of planning 
to assume. Hence, in the controversies 
which have centered around the difficul- 
ties of resource allocation in the socialist 
state, the degree and type of planning 
have had to be postulated a priori; and 
in those controversies to which econo- 
mists have been a party it is a rather 
large dose of centralized planning which 
has usually been assumed.” 

As Professor Hayek observed thirteen years 
ago in his Introduction to the essays on Collectivist 
Economic Planning (London, 1935), this assumption 
is indispensable if one is to consider the question 
of “rational economic calculation,” which, for 
better or worse, has been treated as the para- 
mount problem of the socialist state. The joker 
is, of course, that this type of rationality is held to 
be virtually synonymous with the marginal pro- 
ductivity computations made by the entrepreneur 
of the enterprise economy on the basis of money 
prices. A wee small voice suggests that the time has 
come to (a) acknowledge that such rational eco- 
nomic calculation is formally possible in an ap- 
propriately designed collectivist economy ; (6) recog- 
nize that it is inconceivable in any probable social 


order; (c) take cognizance of the fact that nobody 
outside the realm of professional economics really 
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With some sort of a comprehensive 
plan as a given condition, the first and 
obvious inference to be drawn is that the 
planning élite must be able to control 
the distribution of productive resources 
including labor skills if the plan is to 
be carried out. When this step in the 
argument has been taken, the liberal op- 
ponents of planning, by introducing ad- 
ditional assumptions, conclude that the 
plan cannot possibly be executed suc- 
cessfully without drastic restrictions on 
the freedom of occupational choice;' 
while the liberal friends of planning, by 
introducing a different set of assump- 
tions, are enabled to argue that, if we 
behave as civilized intelligent people, 
there is no reason why we cannot have 
both free occupational choice and the 
advantages of centrally planned produc- 
tion in the socialist state.* So long as the 
debate remains on the theoretical level 
required by the first premise, i.e., com- 
prehensive planning, the bystander can 
pay his money and take his choice, de- 
pending on whose assumptions he be- 
lieves are most likely to be realized in the 
socialist state. But, if the bystander 


cares one way or the other whether this type of 
rationality is either possible or probable (though 
certainly the public interest would be better served 
if it were otherwise); and (d) get on with the task 
of treating the multitude of problems posed by so- 
cialism that are socially relevant. 


3Cf. Ludwig von Mises, Socialism (London, 
1936), translated from the second edition of Die 
Gemeinwirtschaft by J. Kahane, pp. 185-87; F. A. 
Hayek, The Road to Serfdom (London, 1944), 
pp. 70-72; John Jewkes, Ordeal by Planning (Lon- 
don, 1948), pp. 198-202. 


‘Barbara Wootton, Freedom under Planning 
(London, 1945), pp. 71-92; H. D. Dickinson, Eco- 
nomics of Socialism (Oxford, 1939), pp. 27, 226, 
et passim; and, inevitably, Oskar Lange, On the Eco- 
nomic Theory of Socialism (Minneapolis, 1938). It 
will be noted that Mrs. Wootton is prepared to 
sanction certain minor restrictions on the range of 
occupational choice in the properly planned econo- 
my (e.g., late-comers are to be excluded from already 
overmanned employments). 





467 


listens for very long, he will soon per- 
ceive that both parties are assuming that 
in reality, and not merely for purposes of 
discussion, collectivism means compre- 
hensive central planning and compre- 
hensive central planning means that the 
plan is going to be carried out; or, more 
accurately, that a serious attempt will 
be made to carry out the plan (since 
many antiplanners deny the possibility 
of successful planning). 

In this paper it shall be our thesis 
that, in the collectivist economy which 
is emerging in Britain, the good of 
planning is merely one value among 
many espoused by the politically influ- 
ential members of the society. There is 
no valid reason for assuming a priori 
that it is the most important value or 
the least important value; the possibil- 
ity of achieving “planned production” 
will in fact depend in no small part on 
the number and relative importance of 
the values which the execution of a plan 
might jeopardize. Hence, if we wish 
either (a) to establish the conditions 
necessary for the maintenance of free 
occupational choice in the collectivist 
economy or (d) to estimate the prob- 
ability of its retention in its traditional 
form, we must first examine in detail (1) 
the methods available to the planning 
élite for implementing any sort of com- 
prehensive plan; (2) the conditions of 
formal necessity which must obtain if 
each method is to be employed; and 
(3) the circumstances in the British en- 
vironment which make for and against 
the realization of the necessary condi- 
tions. 

The problem of occupational choice in 
the collectivist economy is thus inex- 
tricably bound up in the problem of 
planning, and the delineation of one will 
necessarily entail an extended considera- 
tion of the other; but, in this paper, it is 








the problem of occupational choice 
which will give the principal orientation 
to our investigation. 

As has often been pointed out in dis- 
cussions of “the carrot versus the club,” 
in allocating labor resources according to 
plan, the planning élite of the socialist 
state may either (a) schedule the rates of 
remuneration of the various employ- 
ments so as to achieve the desired dis- 
tribution of manpower (i.e., price indi- 
viduals into the jobs where they are 
wanted) or (b) secure the desired distri- 
bution by various degrees of coercion 
ranging from restricted entry into certain 
trades to outright industrial conscrip- 
tion, that is, by the application of force. 

Perhaps in the interests of formal defi- 
nition a third method of resource alloca- 
tion should be noted: the planning élite 
may utilize the mores of the society to 
shame or otherwise condition the mem- 
bers of the labor force to behave accord- 
ing to plan. Possibly by the judicious 
manipulation of symbols, the planning 
élite could accomplish something by this 
method, but, in view of the highly ex- 
pediential outlook which prevails in the 
Western institutional order where mat- 
ters of earning a living are concerned, it 
may be safely ignored without jeopardiz- 
ing the validity of our analysis or con- 
clusions. 

In the terminology of Max Weber, 
these three methods—pricing, coercion, 
and moral suasion—are the “pure’’ or 
“ideal” types of means available to the 
planning élite for implementing its 
policies, not the clean-cut alternatives 
which do in fact confront the planners 
in Britain or anywhere else. But certainly 
it is an eminently safe assumption that 
the labor policy of any socialist state 
will be some combination of these meth- 
ods. For those who aspire to preserve 
occupational choice in its traditional 
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form, however, the proportions in which 
pricing and coercion are likely to be com- 
bined is a rather crucial question. 

It may be well to acknowledge at the 
outset that “free occupational choice” 
and “forced” or “directed” labor are 
emotionally weighted terms incapable of 
any very precise definition, the main 
question being, of course, just how much 
choice the individual is to have in the 
selection of his employment (assuming 
for present purposes that man has free 
will). “Free occupational choice” and 
“forced labor” are merely the designa- 
tions which it is convenient to apply to 
the extreme poles in the range of choice 
which we observe in the contemporary 
world, though, needless to say, the dis- 
tinction between freedom and unfree- 
dom is no less real because it cannot be 
given a simple black or white formulation.‘ 


$In this paper we shall be using “occupational 
choice” in the usually accepted sense of the term, 
i.e., as simply the legal freedom to take and leave 
jobs: the more jobs one is legally entitled to take 
and/or leave, the greater the range of occupational 
choice and vice versa. No attempt will be made to 
incorporate the nice distinction remarked by Mrs. 
Wootton between the right to choose one’s kind 
of work and the right to choose some particular 
job; or between the right to take a job and the right 
to quit. The distinctions are useful when one is 
considering the type of restrictions on the range of 
occupational choice that are most palatable or prob- 
able in the collectivist economy, but they do not 
alter the quantitative nature of the problem (cf. 
Freedom under Planning, pp. 75-87). 

Perhaps it would be well to emphasize in this 
connection that, in defining vocational freedom 
in terms of the range of choice, the author does not 
mean to suggest that questions which center about 
the rightness of particular types of restrictions on the 
range of choice are either unimportant or irrelevant 
in a discussion of freedom. Offhand it would seem 
that two categories of restraint are indisputably 
valid—those restrictions designed to protect the 
public by insuring that persons who follow occupa- 
tions directly “affected with a public interest” 
possess a minimum skill and character qualification, 
and those restrictions which aim at safeguarding the 
health and safety of the worker (e.g., regulations 
governing the employment of women and children 
in hazardous trades). At the other extreme, re- 
strictions on the range of choice formulated upon 
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Obviously no one—neither the citizen 
of the most equalitarian democracy nor 
the labor unit of the most laissez faire 
economy—is legally free to choose from 
the sum total of vocational possibilities 
which the society affords; and, converse- 
ly, even the military conscript or con- 
victed felon is commonly allowed some 
choice in the type of labor he will per- 
form. And it is now no more than a pro- 
fessional shibboleth that the range of 
one’s choice is limited by a great many 
things besides the law—personality, 
class and caste taboos, knowledge of the 
market, family responsibilities, and, of 
course, poverty. The problem of “effec- 
tive’ choice in the socialist state, how- 
ever, is far too complex to be examined 
or even adequately defined in a work of 
this limited magnitude, and we shall 
therefore confine our attention to the 
future of the legal freedom of occupa- 
tional choice. If any further justification 
for this procedure is desired, the author 
would submit that for most of us not 
only the freedom of occupational choice 
but freedom in general is defined with 
direct reference to the coercive authority 
of the state. 

As we noted above, the coercive au- 
thority of the state has many manifesta- 
tions, including as it does a range of com- 
pulsions extending from light fines for 
vendors who hawk their wares without a 
license to penal servitude at hard labor 
for convicted criminals. For our purposes 
it is expedient to distinguish between 
negative force (force to compel the indi- 
vidual to forego some particular alterna- 
tive) and positive force (force to compel 





the basis of race, religion, or political persuasion 
are clearly invalid, at least in terms of the liberal 
ethic. The majority of legal provisions which at 
present affect one’s selection of employment, how- 
ever, are designed to protect the interest of par- 
ticular skill or status groups, and for these a blanket 
sanction or condemnation is hardly possible. 
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him to accept some particular alterna- 
tive), though the point at which one 
category of compulsion shades into the 
other must necessarily remain a matter 
of opinion. 

Negative force, in the form of action 
by the state to keep certain people out of 
certain jobs, is a weil-established feature 
of the contemporary world, and, al- 
though to date it has been employed al- 
most exclusively for negative purposes, 
there is every reason to believe that it 
will furnish the planning élite of any 
socialist state with a set of valuable 
auxiliary devices for effecting the right 
distribution of labor. But, in any com- 
prehensive planning operation, the ex- 
tent to which manpower can be coerced 
or enticed into particular jobs by legis- 
lating manpower out of other jobs is 
definitely limited. Hence we shall be 
concerned mainly with the role of posi- 
tive force as an instrument for allocating 
labor in the collectivist economy. 

The use of the coercive authority of 
the state to compel the performance of 
certain types of labor service is likewise 
an established feature of the Western 
institutional order. The proposition will 
be ventured, however, that until the rise 
of the modern police state it was com- 
monly employed only for the attainment 
of limited and largely unco-ordinated 
objectives (maintenance of the military 
establishment, road repair, etc.) and 
against particular categories of people 
(men of military age, prisoners of war, 
criminals, etc.). The comprehensive di- 
rection of labor must therefore be put 
down as one of the more recent mani- 
festations of progress and so, for that 
matter, must the attempt at comprehen- 
sive planning. 

II 

In Britain most persons who advocate 

the planned collectivist economy would 
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prefer to allocate manpower by the pric- 
ing process—that is, although rejecting 
the valuations of the market as the 
proper basis for distributing income, 
they would attempt to rig the schedule of 
vocational rewards so that individuals in 
seeking their own self-interest would be- 
have according to the requirements of 
the plan and thereby eliminate the 
necessity for any sort of industrial con- 
scription. Presumably the pricing power 
could be exercised by the planning élite 
by varying (1) wage claims to real in- 
come; (2) nonwage claims to real income 
distributed on the basis of function; (3) 
nonwage claims to real income dis- 
tributed on the basis of socioeconomic 
status; and (4) psychic income. 

Now, from the standpoint of formal 
necessity, two conditions must obtain if 
labor skills are to be allocated success- 
fully, according to plan, by pricing or 
“inducement.” 

First, the system of vocational re- 
wards prevailing in the economy must be 
controllable—that is, the planning élite 
must have at its disposal the instruments 
of social control which will enable it 
consciously to rig the system of voca- 
tional rewards in accordance with the 
requirements of the plan. Specifically, 
the planning élite must possess the 
techniques for rapidly collecting and 
digesting requisite data, a skilled and 
reliable bureaucracy, and a police force 
competent to insure that the injunctions 
necessary for successful planning will 
be observed. Technological adequacy 
will thus depend in part on the willing- 
ness of individuals to abide by the rules 
and regulations laid down by the 
planning élite. 

Second, the planning élite must, in 
fact, have access to sufficient power to 
enable them to utilize the available tech- 
niques of control effectively; e.g., the 





technique of fingerprinting will be of 
little use to the police unless they are 
authorized to fingerprint suspected cul- 
prits and preferably the population in 
general. Or, to summarize both condi- 
tions in a single proposition, it must be 
both technologically and institutionally 
feasible for the planning élite to stipulate 
the net advantage or coefficient of com- 
fort which is to pertain to each occupa- 
tion. 

Curiously enough, the first condition 
necessary for the allocation of manpower 
by pricing—technological adequacy— 
has received little critical attention; com- 
monly in any discussion of the adminis- 
trative problem of a socialist state it is 
merely assumed.° Yet obviously not more 
than a half-dozen national states in this 
world as yet possess a technology and 
body of requisite social skills (techno- 
logical adequacy has both its material 
and its nonmaterial aspects) sufficient 
for the task of concentrating control 

*It is only fair to acknowledge, however, that 
many of the technological and institutional pre- 
requisites which must obtain if resources are to 
be allocated successfully by pricing are at least 
obliquely recognized in professional discussions of 
‘rational economic calculation,” and an exceptional- 
ly sophisticated treatment of the problem is to be 
found in the work of Max Weber. By Weber’s analy- 
sis the formulation and execution of a formally ra- 
tional plan is held to require (a) a technique of costing 
sufficiently exact to permit of marginal-productivity 
comparisons; (6) adequate information about wants 
and resources; (c) the willingness and ability of the 
planning élite to adhere to the “standards of substan- 
tive rationality,” i.e., to strive for the attainment of 
the agreed-upon goals; (d) the ability of the planning 
élite to control the bureaucratic organization neces- 
sary for comprehensive planning; and (e) the calcula- 
bility of human behavior at all levels of the social 
structure. (We may note parenthetically that 
Weber saw little likelihood that these conditions 
would be realized in the socialist state.) The above 
general conditions must, of course, be satisfied 
whether the plan is to be executed by force or by 
inducement. Cf. The Theory of Social and Economic 
Organisation (being Part I of Wirtschaft und Gesell- 
schaft), translated from the German by A. R. 
Henderson and Talcott Parsons (London, 1947), 
PP. 32-34, 186-92. 
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over the distribution of the national in- 
come—much less the sum total of net 
advantages—within the hands of any 
central authority; for resource allocation 
by pricing, after all, requires such mun- 
dane things as a sufficient supply of type- 
writers and calculating machines, all- 
weather roads, civil servants familiar 
with the standard techniques of cost 
accounting, and a reasonably stable cur- 
rency. On the more relevant question as 
to whether there exists in Britain a 
technological basis adequate for the al- 
location of manpower by the price 
mechanism alone this writer would prefer 
to hedge, at least for the present. But, 
whatever the adequacy of the existing 
complex of control techniques, certain 
obstacles to their effective use may 
readily be discerned. 

Of the four methods enumerated 
above by which the planning élite may 
vary the “price” of labor, three are too 
weak to be of much value in allocating 
manpower according to any comprehen- 
sive plan. 

It is sometimes alleged that one 
method—the discriminatory distribution 
of utilities in the form of nonwage claims 
to income on the basis of socioeconomic 
status—may even have negative conse- 
quences for a planning program, since, 
by tending to equalize the distribution of 
income, it will make for uniformities in 
vocational rewards where differences are 
needed if labor is to be allocated by pric- 
ing. The point will not be labored, how- 
ever, for the advocates of equality could 
legitimately reply that the leveling 
process will in fact make it easier to at- 
tract persons to the disagreeable manual 
labor jobs wherein labor shortages are 
most likely to occur in the socialist state. 
Suffice it to say that the criterion of 
socioeconomic status, as a basis for the 
discriminatory distribution of nonwage 
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claims to income, is far too broad to be of 
much service either for good or for ill in 
a planning program. For example, pro- 
gressive income taxation is likely to 
make little difference one way or another 
to a planning élite confronted with the 
specific problem of getting more people 
into a Manchester textile factory. 

Psychic income, or Max Weber’s 
“social honor,” is by all odds the most 
innocuous of the four pricing implements 
we have noted. It is the least susceptible 
of central or conscious control, and it has 
the least appeal to those elements of the 
labor force who seemed destined to con- 
stitute the labor problem of the collec- 
tivist economy—i.e., unskilled and semi- 
skilled workers wanted for disagreeable 
jobs (or, if the reader prefers, for jobs 
with relatively low net advantages). 
Psychic income would seem to have its 
greatest appeal to persons with the 
traditional middle-class ideology and a 
bureaucratic orientation, especially civil 
servants and career officers in the mili- 
tary services. (In government work the 
incentive value of a judicious distribu- 
tion of telephones, office furniture, and 
medals has long been recognized.) At 
present a conscious attempt is being 
made to create prestige for manual work 
in certain basic industries—coal-mining, 
steel, textiles, etc.—but as yet it is too 
early to evaluate the success of this ef- 
fort. Centrally conferred social honor 
may, of course, prove a useful device for 
promoting esprit de corps in various 
work groups even though it fails to have 
much effect on the over-all distribution 
of manpower. 

The discriminatory distribution of 
nonwage claims to income on the basis of 
function would be an extremely effective 
instrument for pricing manpower into 
the right employment if only the prevail- 
ing hostility to its use could be overcome, 
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as has apparently been done in the 
U.S.S.R. This would mean that the 
planning élite—instead of having to rely 
on the discriminatory distribution of 
wage claims to real income (i.e., general- 
ized purchasing power)—could vary the 
distribution of those utilities to which the 
supply of labor it was seeking to influ- 
ence was most sensitive. Thus, if living 
accommodaiions are acutely in short 
supply, the guaranty of a low-rental 
Council house may prove a more attrac- 
tive inducement to prospective coal- 
miners or police constables than the op- 
portunity for a higher money income; or, 
when food is hard to come by, the pro- 
vision of subsidized canteens in critical 
industries will help to get them their 
necessary labor; or, perhaps, if the prob- 
lem is to find more women and girls for 
the mills of Lancashire, the promise of 
extra nylons and clothing coupons may 
be an uncommonly effective advertise- 
ment. 

But, unfortunately, the norms of 
British society, influenced as they have 
been for many years by the ideal of the 
“rule of law,” are rather hostile to dis- 
criminatory legal treatment of indi- 
viduals on the basis of economic func- 
tion. Thus, although socioeconomic 
status is pretty generally accepted as a 
basis for differential treatment—e.g., a 
father with five children and an income 
of £250 per annum may legitimately be 
given tax relief not extended to bachelors 
or prosperous rentiers—it is still con- 
sidered manifestly unjust that anyone 
should receive preferential treatment 
simply because he happens to be a coal- 
miner, steel worker, or undersecretary in 
the Foreign Office. Probably this preju- 
dice is not so marked in Britain as for- 
merly, or as extreme as in the United 
States (where during the war high civil 
servants were not infrequently drafted 








for unskilled military tasks because their 
superiors dared not risk offending the 
prevailing equalitarian sentiments by 
requesting their deferment). But it may 
still be said to afford a major obstacle to 
effective pricing by the discriminatory 
distribution of nonwage claims to in- 
come. 

We are forced to the conclusion then 
that, in a socialist state with a strong 
rule of law tradition, the attempt to al- 
locate the supply of labor by pricing 
must stand or fall on the ability of the 
planning élite to control the distribution 
of income through wage and salary pay- 
ments. But here, again, the power of the 
planning élite to control the distribution 
of income is subject to institutional 
restrictions. 

First, regardless of the type of po- 
litical organization which may prevail, 
no wage or salary policy can be executed 
without the consent of the politically in- 
fluential elements in the state. In a 
socialist state with parliamentary tradi- 
tions, this means that any policy will 
have to receive the sanction of M.P.’s, 
who, in granting or withholding their 
consent, must take cognizance of the 
claims of special-interest groups in a 
position to influence their election. 

Second, the members of any society 
have conceptions of economic justice 
which, for better or worse, do not cor- 
respond to “reality.” In the enterprise 
economy these conceptions frequently 
conflict with the actual valuations of 
the market, and in the collectivist 
economy there is no necessity that they 
will accord with the distribution of in- 
come which must prevail if manpower is 
to be allocated successfully by induce- 
ment. This is to say that the planning 
élite may have to do battle with that dis- 
reputable curiosity of economic discus- 
sions—the just price. 
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Moreover, one of the major conse- 
quences of collectivization or of the mak- 
ing of economic decisions by the political 
process is that it improves the possibility 
of ordering the production and distribu- 
tion of utilities in accordance with the 
prevailing norms of justice. (Indeed this 
is presumably the very raison d’éire of 
socialism). If the planning élite must 
concern itself with the just distribution 
of income by safeguarding the traditional 
coefficient of comfort pertaining to each 
occupation and maintaining prevailing 
wage differentials, there is no guaranty 
that in periods of change it will be po- 
litically feasible to alter the distribution 
of income sufficiently to achieve the de- 
sired allocation of labor. Thus, although 
the present shortage of hospital help 
could probably be overcome by paying 
such help as much—or if necessary more 
—than fully trained nurses, the public 
conscience would be outraged by any 
such practice; and, with hospital ad- 
ministration soon to be nationalized, it is 
not likely that this solution will even be 
given serious consideration. 

The public conception of what is right 
and proper in economic relationships is 
at best vague and ill defined, and it com- 
monly receives short shrift in anything 
approaching a free market; but, for good 
or ill, this conception in the manifesta- 
tion of the just price pervades the whole 
maze of minimum-wage laws, trade- 
board and wages-council decisions, and 
licensing regulations designed to protect 
somebody’s economic interest. To damn 
it is one thing but to ignore the influence 
which it is capable of exerting on public 
policy—particularly the public policy of 
a socialist state with parliamentary 
traditions—is quite another. 

Thus, if it is contemplated that the 
planned distribution of manpower is to 
be effected by the price mechanism, the 
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question ought to be faced squarely 
whether the political influence of pres- 
sure groups and the prevailing norms of 
justice permit the necessary degree of 
flexibility in the distribution of the na- 
tional income. This writer would not 
presume to give a categorical answer; he 
would submit, however, that the princi- 
pal consequence and indeed the principal 
aim of virtually all intervention by the 
state in the wage bargain (and in the 
United States and Europe as well as 
Britain) has been the preservation or pre- 
scription of coefficients of comfort con- 
sidered appropriate to the various occu- 
pations. The power of the state could be 
thrown into the struggle for wage flexibil- 
ity, but it would mark a complete re- 
versal of public policy. 

If we introduce the assumption that 
the socialist state tolerates the existence 
of any significant sphere of private-enter- 
prise activity—that is, if only a quasi- 
collectivist economy obtains—two fur- 
ther obstacles appear to complicate the 
problem of attaining the right distribu- 
tion of manpower by pricing. 

First, notwithstanding the increasing 
bureaucratization of certain areas of 
business, the entrepreneur is still by 
personality selection and environmental 
conditioning a more adaptable creature 
in business matters than the public of- 
ficial who must work within the frame- 
work of the civil service or a nationalized 
industry. It is a safe assumption that, in 
any sort of situation where productive 
techniques and/or consumer preferences 
are continually changing, the private 
sector of the economy will be at least one 
jump ahead of the public sector in ex- 
ploiting new opportunities for profit- 
making. Thus, in a period of reasonably 
full employment, any plan calling for a 
“balanced” distribution of manpower 
will be subject to the persisting disrup- 
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tive influences of successful entrepre- 
neurs endeavoring to expand their out- 
puts. The nature of the problem is well 
exemplified by the present difficulties 
experienced by the Ministry of Labour in 
holding down the manpower demands of 
the profitable luxury and quasi-luxury 
trades; and, for better or worse, it is a 
phenomenon which seems destined to 
plague the planning élite in Britain for 
many years to come. 

Second, since many of the best op- 
portunities for profit-making will be af- 
forded by the production and distribu- 
tion of consumers’ goods which in the 
opinion of the planning élite are non- 
essential, undesirable, or morally repre- 
hensible (nylon hose, horse-racing, pros- 
titution, etc.) at the expense of planned 
priority items (low rental housing, util- 
ity clothing, etc.), the very success of 
the planning venture may turn on 
whether illegitimate claims on manpower 
can be checked. There are, of course, 
many indirect controls by which the flow 
of labor into the wrong trades can be 
reduced—production licenses, rationing 
of raw materials, price controls, and the 
like. But, so long as there exist in this 
uncertain world quick-witted entrepre- 
neurs who can move without the en- 
cumbering restrictions which properly 
and inevitably apply to public officials, 
the private-enterprise sector of the quasi- 
collectivist economy bids fair to present 
the planning élite with a serious police 
problem.’ Whether in this situation any 
sort of comprehensive plan can be carried 
out without direct restrictions on the 
range of occupational choice remains to 
be seen. 

So far our discussion has proceeded 
upon two implicit assumptions which 
must now be made clear.* We have as- 
sumed, first, that the supply of labor 
within the economy was relatively fixed 


(i.e., that it was not subject to significant 
variation through emigration or immi- 
gration) and, second, that the planning 
élite could not or did not practice legal 
discrimination against any significant 
portion of the labor force. If we drop 
either assumption, the problem of pre- 
serving the traditional range of occupa- 
tional choice for those members of the 
labor force enjoying the optimum treat- 
ment accorded by the law may be eased 
considerably. 

If it is within the power of the planning 
élite to augment the labor force by im- 
migration (i.e., if the immigrants are 
available and if it is politically expedient 
to grant them entry), something can be 
done toward reducing the manpower 
shortages, which result from the per- 
sistence of wage inflexibilities in the face 
of altered demands for labor, without 
subjecting the established population to 
any special legal disabilities. Immigrant 
labor can be utilized most efficiently for 
purposes of planning if, as in Britain, 
the planning élite has power to make 

7This problem would vanish as the snows of 
yesteryear if the planning élite could so compart- 
mentalize effective demand that entrepreneurs and 
government managers, engaged in the provision of 
goods and services of specified priority, competed 
only with producers of like priority items for a 
fixed amount of scarce resources. While it seems 
unlikely that the encroachment of the lower on the 
higher can ever be eliminated completely so long 
as money remains generalized purchasing power, 
any planning élite which follows the government’s 
present policy of controlling the prices and sub- 
sidizing the production of high priority items in a 
period of full employment is merely borrowing 
trouble for itself. 


§ Perhaps our unformulated assumption of full 
employment should also be acknowledged, though 
it seems unnecessary to belabor the proposition 
that the economic problem excludes by definition 
any significant amount of unemployment. In the 
collectivist economy the skill in planning required 
for a successful resource allocation by pricing is a 
direct function of the ratio of jobs to workers. So 
long as widespread unemployment prevails, even 
the marginal planner should be able to come up 
with the right (i.e., properly effective) prices. 
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entry into the right employment a condi- 
tion of admission to the country, though 
perhaps much the same result can be 
achieved without outright direction or 
the use of contracts if a policy of selec- 
tive immigration is followed—that is, if 
entry is allowed only to those workers 
who already possess the required skills or 
vocational orientations. And ultimately, 
of course, even immigration without 
either of these restrictions will operate to 
accomplish something toward easing 
manpower shortages, since, by the law 
of averages, at least some of the new- 
comers will find their way into the right 
jobs or displace other workers into them. 

Again, if it is possible to practice a 
legal discrimination against any sig- 
nificant portion of the labor force in the 
planned economy, the problem of main- 
taining the legal range of choice for the 
majority of citizens will be rendered less 
difficult. Thus comprehensive labor di- 
rection for all workers might well be un- 
necessary, even in a highly planned 
economy, if the planning élite were em- 
powered to enact a year of compulsory 
labor service from every eighteen- or 
nineteen-year-old—or if it had access to 
the labor of any large body of political 
prisoners, disenfranchised citizens, pris- 
oners of war, or appropriated enemy na- 
tionals. But, for better or worse, the 
norms of British society are extremely 
hostile to legal discriminations of this 
sort, though the practice of granting de- 
ferments from military service to youths 
who are engaged in “work of national im- 
portance” must be placed within the 
same general category of control tech- 
niques. 

Ill 

If the conditions necessary for the use 
of the pricing process for allocating labor 
in the collectivist economy have not as 
yet been adequately explored, it is to be 
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regretted that even less attention has 
been paid to the technological and insti- 
tutional prerequisites for the employ- 
ment of forced or directed labor. The 
topic is hardly a popular one in discus- 
sion of labor policy, ands in the casual 
reflections of most of us, force per se is a 
bad thing; but the unpopularity of the 
topic should not obscure the fact that the 
use of the coercive authority of the state 
to compel the performance of certain 
types of labor is now a discernible fea- 
ture of public policy in Britain or that 
all persons in the society do not share the 
classically trained economist’s marked 
preference for free occupational choice. 
Direction of labor may or may not be the 
least of alternative evils, depending on 
the particular situation; but to ignore 
its potential value to the planning élite 
in the collectivist economy is clearly 
rather foolish. A cursory examination of 
the problem will reveal at least three pre- 
requisites for the allocation of labor by 
force, direction, law, or whatever term 
the reader wishes to apply to the power 
of the state. 

First, it must be possible to employ 
force efficiently against the individual— 
that is, there must exist a technology and 
body of control skills which, if rationally 
manipulated, will suffice to get the de- 
sired work done. The corollary is, of 
course, that the planning élite must 
enjoy the services of a disciplined 
bureaucracy competent to wield the 
techniques of control. 

Second, the use of force must be legiti- 
mate according to the norms of the po- 
litically influential members of the so- 
ciety; it must be confined to what are 
regarded as the right objectives and the 
right subjects, and the degree of force 
employed must be appropriate to both 
object and subject. 

Third, the use of force against certain 





members of the labor force must not 
jeopardize the status or income of po- 
litically influential persons freely per- 
forming comparable work or offering 
themselves for such work. Thus prison- 
ers of war may be used to relieve a 
shortage of unskilled and inarticulate 
farm labor, but they must not be al- 
lowed to practice law or medicine. Peni- 
tentiary inmates may be put to sewing 
mailbags, but they must not be farmed 
out to private business firms. Members 
of the armed forces may be detailed to 
pick up stones and rubble when their 
services are not otherwise required, but 
they cannot be employed to build a 
road. 

The articulation of the conditions 
formally necessary for the use of forced 
or directed labor may serve to suggest 
the limitations which would condition 
its employment in a socialist state with 
the institutional climate of Britain and 
to indicate the types of situations in 
which the direction of labor is most 
likely to evolve. 

Probably the most formidable ob- 
stacle to the use of legal compulsions to 
secure the performance of labor tasks 
inheres in the fact that the norms of the 
Western institutional order are extreme- 
ly hostile to such practices; and the hos- 
tility is nowhere more marked than in the 
common-law tradition of England. In 
time of peace the direction of labor has 
been confined almost entirely to mem- 
bers of the armed forces, convicted 
criminals, and, for a time, pauper chil- 
dren. In time of war the category of 
legitimate subjects for the use of compul- 
sion has been expanded to include men 
of military age who might be needed for 
the armies and enlisted prisoners of war, 
although in the recent conflict it came to 
embrace many civilian men and women 
of working age as well. Likewise the 
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British tradition has narrowly defined 
the objectives for which force may legiti- 
mately be employed even to the extent 
of categorically forbidding the use of 
force to attain “private” as against 
“public” ends. A sharp distinction was 
postulated between “government” and 
“business,” and the activities of the 
latter—which prior to 1930 in Britain 
absorbed over go per cent of the national 
labor force—were regarded as motivated 
by “private” ends. The scope for the use 
of force in the everyday business of life 
was thus definitely limited. 

Moreover, the mores of British society 
have on the whole been hostile to the 
more extreme manifestations of force for 
purposes of exacting labor duties (cor- 
poral punishment, concentration camps, 
collective responsibility for individual 
offenses, etc.) which have characterized 
its more or less successful employment in 
other countries. It may be noted in this 
connection that, when force has been 
stripped of its terror aspect, it can be em- 
ployed efficiently only against relatively 
unskilled persons who are not required 
to show much initiative or responsibility. 

On the other side of the ledger, three 
entries must be made. First, the result of 
collectivization is to increase the number 
of economic activities which are “pub- 
lic” rather than “private’’ and hence 
possible objects for the use of force. The 
qualification of “possible” is necessary, 
since, although it is essential that any 
sort of labor direction bear the legiti- 
matizing claim that it is in the “public 
interest,” the fact that the legitimation 
can be given does not mean that the 
direction of labor will therefore be pos- 
sible or expedient. In the language of 
the Schoolmen, the legitimation of ‘“‘pub- 
lic interest”’ is a necessary condition but 
not an adequate cause for the use of 
force. 
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Unfortunately, the implications of ex- 
tended legitimation for the freedom of 
vocational choice in the socialization 
process have seldom been explicitly 
recognized (though they were certainly 
perceived by the American labor leader 
who opposed socialism on the ground 
that “you can’t strike against the 
government”). Talleyrand once re- 
marked that men are ruled by formula, 
and Professor Harold Lasswell has 
shown how formulas may be applied by 
various élites through the skilful ma- 
nipulation of symbols capable of evoking 
nonrational responses.’ In a stable social 
situation the symbols are manipulated 
pretty much according to the rules of the 
game to attain ends sanctioned by tradi- 
tion; but in an unstable social situation 
the use of symbols to evoke nonrational 
responses may lead to results which con- 
flict with the prevailing norms of the 
society. Thus, in a period of rapid social- 
ization, the sudden obliteration of the 
distinction between “business” and 
“government” makes possible the legiti- 
mation of being “in the public interest”’ 
for certain types of labor restriction 
clearly invalid if applied for the benefit 
of a private entrepreneur and only pos- 
sibly valid if applied by state officials in 
the execution of their policies. 

The question is often raised facetiously 
whether or not nationalization confers 
the status of a civil servant on a railway 
porter, but there is nothing foolish about 
the larger question from which it stems. 
The extent to which the planning élite, 
under the legitimation of being “‘in the 
public interest,” are to be accorded 
powers over the railway porter not en- 
joyed by his former employer is a very 
crucial question. In the interest of the 


° Politics: Who Gets What, When, How (New 
York, 1936); The Analysis of Political Behavior: An 
Empirical Approach (London, 1948). 





freedom of occupational choice it is to be 
hoped that a rather rigid distinction 
soon crystallizes to mark the boundary 
between those “public” activities of the 
planning élite whose attainment justi- 
fies restrictions on the range of choice 
and those “public” activities whose at- 
tainment does not. 

Second, the technical practicability of 
a comprehensive direction of civilian 
labor in a complex industrial economy is 
no longer a matter for conjecture: it was 
rather conclusively demonstrated by the 
wartime work of the Ministry of Labour 
and National Service, which affords, if 
not a finished blueprint, at any rate an 
invaluable sourcebook of ideas to a plan- 
ning élite driven to supplementing the 
carrot incentives with stronger meas- 
ures.”® The feasibility of labor direction 
on any significant scale in time of peace, 
however, has yet to be established, for 
the policy pursued by the Ministry in 
accordance with the Control of Engage- 
ments Order and the Registration for 
Employment (“spivs and drones”) Order 
of last autumn can hardly be said to 
constitute “comprehensive” direction.” 

2° The comprehensive report issued by the Minis- 
try of Labour and National Service for the years 
1939-46 (Cmd. 7225) should be studied with care 
by students of socialism, for it sets out in ample 
detail the administrative problems inherent in a 
comprehensive planning program and the various 
expedients by which they are likely to be met. 
The material in chaps. iv-x, wherein the wartime 
recruitment and allocation of civilian labor are 
discussed, is especially relevant. A considerably 
shorter and far more readable summary of the 
Ministry’s war work is presented by its present 
secretary, Sir Godfrey Ince, in his article, “The 
Mobilisation of Manpower in Great Britain for the 
Second Great War’’ in the January, 1946, issue of 
the Manchester School. 


* Particulars of the Orders are given in the Octo- 
ber and November issues of the Ministry of Labour 
Gasette. It will be noted that the Control of En- 
gagements Order applies only to certain persons in 
the labor force unemployed or seeking new work; 
save for the inconsequential number of men and 
women signed up in the so-called “spiv’’ registra- 








And, finally, the obstacles to the em- 
ployment of “unfree” labor that derive 
from its comparative inefficiency com- 
pared with contract labor for purposes of 
profit-making disappear pari passu with 
the passing of the profit-making orienta- 
tion. As cited by Max Weber, the con- 
spicuous advantages of contract labor 
over unfree labor for profit-making pur- 
poses were that (a) contract labor mini- 
mizes the capital risk and capital 
investment in manpower for the entre- 
preneur; (d) a contract arrangement re- 
lieves the entrepreneur of the obligation 
of maintaining the worker’s family; 
hence (c) the threat of dismissal is an im- 
portant incentive to worker efficiency; 
and (d) the entrepreneur is able to select 
according to ability and willingness to 
work.” 


IV 


It would indeed be strange if the 
reader has not anticipated the principal 
conclusion to be offered here on the 
future of occupational choice, namely, 


tion of last December, persons already employed 
are in no way affected. The Ministry has prescribed 
that persons reporting to the local employment 
exchanges shall whenever possible be offered a choice 
of “first preference vacancies,” i.e., jobs in under- 
manned industries of high priority. Should the 
proffered first preference vacancies be declined, an 
applicant may then be offered appropriate work 
of lower priority; but, if he persists in refusing 
to labor according to plan, he may be directed to 
“suitable” employment. (“Suitable’’ employment 
for purposes of direction means work in agriculture 
or coal-mining.) In practice a considerable range 
of choice is allowed to the applicant, and the power 
of direction is invoked only as a last resort. Thus, 
in the whole of Great Britain, but 54 directions were 
issued in December, 55 in January, and 33 in 
February. While the success of the control-of- 
engagements program is not easy to gauge (at the 
outset Sir Godfrey Ince warned against expecting 
too much), it would seem to have its chief value as a 
device for keeping people where they are wanted 
rather than asa measure for securing the redistribu- 
tion of manpower according to plan. 


3 Weber, op. cit., p. 254. 
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that in the type of collectivist economy 
which is emerging in Britain central 
planning of resource distribution will en- 
tail a curtailment of the range of occu- 
pational choice open to some members of 
the labor force, since (a) resource alloca- 
tion by pricing requires a degree of cen- 
trally imparted flexibility in the distribu- 
tion of the national income which does 
not yet obtain and which does not seem 
likely to be realized in the near future 
and (6) the removal of a large sphere of 
activity from the private economy to 
the domain of the state strengthens the 
conditions favorable to the use of labor 
direction. 

But, in closing, it may be well to re- 
iterate the premise laid down at the out- 
set of our investigation—that the “‘good” 
of planning is merely one value among 
many espoused by the society, that it is 
just as subject to compromise as any 
other, and that the degree and type of 
planning which will result depend in 
large part on the number and strength 
of the values with which it conflicts. As 
we have seen, the attempt to realize the 
good of planning by the carrot technique 
may run counter to certain norms of 
justice (hostility to the breakup of estab- 
lished communities, the just price, etc.), 
while the attempt to attain it club- 
fashion clashes with the reluctance of the 
society to sanction the extensive or ex- 
treme use of force against the individual 
worker and a long-standing preference 
for a wide range of occupational choice. 
Within limits, therefore, the amount of 
central planning which it is feasible to 
practice in the socialist state will depend 
upon the skill of the planning élite in 
selecting the control technique most ap- 
propriate to the specific situation. 

Nevertheless, in view of the strength 
of the values which pose obstacles to the 
realization of a comprehensive plan, this 
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writer would suggest that any discussion 
of socialism which is predicated on the 
assumption of comprehensive central 
planning is likely to go wide of the mark. 
An unplanned collectivist economy— 
wherein the proverbial central planning 
commission is hardly more than a coun- 
cil of elders charged with the task of 
arbitrating differences among a large 
number of relatively autonomous state 
agencies—is not only conceivable; unless 
the present institutional climate of 
Britain undergoes a radical change, this 
sort of collectivist syndicalism is dis- 
tinctly probable. 

But to close in the major key: on the 
ultimate question of the goodness or 


badness of a curtailment of the range of 
occupational choice in the collectivist 
economy, there is little for the economist 
to say; he can do no more than define the 
problem, elucidate the possible answers, 
indicate the solution which in his opinion 
seems most likely to prevail, and hope 
that his efforts may somehow contribute 
to a formulation of the right solution. 
But the extent to which the freedom of 
occupational choice may legitimately be 
sacrificed in the interest of realizing other 
values—planned production, the just 
price, and a decent respect for the status 
quo—is a question which every informed 
citizen must decide for himself. 
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PROFESSOR HEIMANN ON RELIGION AND ECONOMICS? 


FRANK H. KNIGHT 


title of Professor Heimann’s 
book, Freedom and Order, is a good 
designation for the “social prob- 
lem” (especially its economic aspect) 
faced by that part of western European 
civilization that is still committed to the 
ideal of political and intellectual liberty.” 
In this connection the present-day eco- 
nomic theorist concerned about truth 
and social economic problems—and com- 
mitted to the faith in seeking and apply- 
ing truth as method—finds himself “‘on 
the spot.” In the first place, his position 
is not only discouragingly similar to that 
of the famous Trojan princess Cassandra; 
it is unpleasant in a further and deeper 
respect. It is his main task to tell the pub- 
lic truths which it would see with little 
or no telling if it did not arbitrarily re- 
fuse to do so; and he knows that the 
reason for its failure to see is not so much 
intellectual as it is a deep-seated emo- 
tional aversion. Economics has been well 
named “the dismal science,” though the 
designation fits all sciences dealing with 
* The present paper is a review article on Freedom 
and Order by Eduard Heimann. New York: Scrib- 
ner’s, 1947. Pp. xvi+ 344. $3.00. 


2 The title fails to suggest the fact that neither 
freedom nor order presents any social problem unless 
a society accepts the ideal of progress. (At least, a 
significant number of individuals must accept this 
ideal and the ruling power in the society oppose 
it, giving rise to a problem of repression.) It is 
doubtless allowable that a title should say “order” 
when it must mean “orderly change”; but it is 
surely a defect in the book itself that it barely uses 
the word “progress” and ignores the idea either as 
ideal or as fact. Perhaps more serious is the way in 
which the author disposes of the vital question of 
good versus bad forms of order, which may be said 
to be the main subject actually discussed through- 
out the book. At the appropriate point we shall 
comment on his treatment of “justice” as a balance, 
or right proportioning, of freedom and order. 
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man and, to some extent, those dealing 
with nature as well. Man, the romantic 
animal, prefers to believe in magic—espe- 
cially “black” magic, since he likes to 
blame his troubles (real or supposed) on 
other men. Hence the favorite method of 
political action is punishment or “liqui- 
dation” of those who seem to profit by 
prevalent iniquities and hence must be 
responsible for them. The economist who 
stands impartially for truth is readily in- 
cluded among the enemy. In these cir- 
cumstances the effort to tell people what 
they should not need to be told gives 
one not only a feeling of futility and 
frustration but a sense of stultification, 
of playing the fool. 

But this is not the end of the embar- 
rassment. If intelligent effort is to be ef- 
fective, one is forced out of the role of 
scientist into that of preacher, which con- 
fuses matters, because the two roles are 
strongly antagonistic in spirit. And, fur- 
ther still, if one tries to understand the 
resistance to “sound economics” (at the 
level of arithmetical truisms), one has to 
recognize that its truths are but half- 
truths and should not be accepted with- 
out extensive supplementation and quali- 
fication, which both call for knowledge 
of a vast range of fields and make simple 
or clear exposition impossible. In fact, 
the problems admit of no final solution or 
(for that matter) statement, and they 
bring one up against the deepest and 
oldest issues of philosophy. There are 
good as well as bad reasons for the pub- 
lic’s aversion to the “obvious and simple” 
principles of individualistic or free eco- 
nomics—true, as well as simple and ob- 
vious, though these principles may be. 
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That such aversion is by no means all a 
matter of intellectual laziness, wish- 
thinking, romanticism, or sentimental- 
ity is indicated (though not proved) by 
a succession of movements of revolt and 
endless controversy within the science, or 
profession, itself. Penetration below the 
surface of things reveals conflicts be- 
tween truth and other values and also 
between “truths.” The goodness and 
beauty of the familiar triad are as im- 
portant as truth and often conflict with 
it in ways which no one can fully clarify 
or straighten out. There are also other 
interests and values—such as curiosity, 
play, excitement, and humor—which are 
not readily harmonized with “efficiency” 
and which are strangely neglected in so- 
cial discussion. Not only for “rational” 
behavior, but even for caprice and frivol- 
ity, is freedom essential. As a matter of 
evident fact, both organized economic 
activity and the politics by which men 
seek to control and direct it are rooted 
about as much in self-expression as in 
concrete needs. They have as much the 
character of a game (partly solitaire as 
well as competitive) as that of means to 
want-satisfaction or any “ends”; and 
they share with all social life a large ele- 
ment of ritual—an end in itself, with 
aesthetic and “sociability” value. In 
such activities the ends stand in an in- 
verted relation to the means: they are 
instrumental to making the activity in- 
teresting, a value which is not closely de- 
pendent upon the degree to which the 
“objectives” are achieved. (Some wag 
has suggested that football be made 
“efficient” by having all the men play 
on the same side!) 


I. CHRISTIANITY AND SOCIALISM 


This critic should begin a review of 
Heimann’s book with a confession. Per- 
haps I just ought not to do it. At least, 
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it must be understood that Heimann’s 
position, here expounded and advocat- 
ed, is “Christian (or religious) socialism,” 
and that these words stand for two of the 
reviewer’s main intellectual aversions. 
Yet both religion—or Christianity (to 
the Christian the two are synonymous)— 
and socialism, as words standing for “‘be- 
liefs,” can be so defined as to admit of no 
adverse judgment. The argument al- 
ways emphasizes ends (stated in vague 
and question-begging terms), skirting 
around means and procedures, where the 
concrete issues lie, and apart from which 
such “ends” as “freedom, order, justice” 
are merely poetic expressions. (No dispar- 
agement of poetry is intended, but action 
based on a confusion of poetic charm 
with literal or scientific truth will prob- 
ably have disastrous results.) Both reli- 
gion and socialism, as intelligible beliefs 
or programs of action, are largely a mat- 
ter of detail and of degree, even of verbal 
usage. And this fact is the main ground of 
objection to most of the propaganda for 
them—and also, to a lesser extent, against 
them, since distance lends enchantment to 
the view. As to religion, all serious discus- 
sion must assume that the world and man 
are such that problems are real and that 
serious discussion is possible. It does not 
seem necessary to suppose that—by 
dragging “‘God”’ into the argument—the 
author and his school of thought really 
mean more than this, or that more is 
necessary to “belief in” God; and this 
review, not less than the book, purports 
to be serious discussion.? 

3 Of course the religious say, or profess to say, 
much more: but that they do (hoping to give no 
offense) I regard as reflecting a difference of opinion 
as to what ought to be said rather than about what 
is true, resulting in a different “best” compromise 
between truth and other values. 

Serious discussion here means something differ- 
ent from, and more than, other forms of discourse 


such as harangue, entertainment, or even edifica- 
tion. Scientists as well as artists—both of many 








Our author’s interest in religious so- 
cialism clearly centers chiefly on the “‘re- 
ligious” side of the complex, and our re- 
view will distribute the emphasis accord- 
ingly. At one point he states his thesis in 
two brief sentences: “To balance free- 
dom and give it direction, order must be 
spiritual. In other words, it must be reli- 
gious” (p. 259). By religion he explicitly 
means Christianity, for he also says that 
“if facts are not integrated into a con- 
sciously Christian system, they are part 
of an anti-Christian system, which uses 
their apparent autonomy and neutrality 
as a disguise to deceive the public and 
the very students” (p. 262).4 By “Chris- 
tian,” in turn, he obviously means some 
form of (“liberal’’) Protestantism. The 
task of this article is to discover what his 
position is, or how far he has one, and to 
raise some questions in the way of ap- 
praisal. It is hardly needful to say that, in 


schools—draw pictures that distort reality and mix 
it with “fancy” in different ways. The general 
difference is vitally important but, especially when 
the subject matter is human, cannot be accurately 
stated at a level above the biological. Serious dis- 
cussion of man and society must combine many 
sciences and arts, pure and applied. It must itself 
be in part a technique, an effort to produce an 
effect, as well as “‘colorlessly” to portray either a 
reality or an ideal. Social science cannot be really 
scientific, in the meaning the term has in physical 
science. I find difficulty in criticizing Heimann 
because of the unclear relation between objective 
and usable analysis of the kind found in natural 
science (and presumably aimed at in philosophy) 
and other aims of exposition, such as entertain- 
ment and moral edification (not to use such a word 
as “propaganda”). If I am at fault in judging the 
work too exclusively by the criteria of sound 
analysis (as understood by myself), my defense is 
that such a “methodology” is required if problems 
are to be stated for the purpose of “intelligent” 
action—i.e., action which will probably lead to an 
intended result. If the author’s clear intent were to 
preach a sermon, a different kind of critique would 
be called for. And, since preaching per se is not at 
all to be condemned, such a critique might be much 
less negative. But my interests and qualifica- 
tions force me to consider the work from the stand- 
point of analytical validity and practical relevance. 
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the task of discovering his position, we 
shall not get far by reasoning from his 
characterizing it as “Christian.” For we 
are at once confronted by the alternative 
futilities of asking “What is Christian- 
ity?” and attempting a discussion in 
which key terms have no tolerably defi- 
nite meaning. Yet a little examination of 
what the author says about Christianity 
may be helpful in clarifying both his 
views on real issues and the merits of the 
issues themselves.‘ 

For light, we naturally turn to a sec- 
tion headed “Christian Religion” (pp. 
305-9). Much of this is, to me, rhetorical 
preaching or, if taken literally, too ab- 
surd or irrelevant even to merit the name 
of fallacy: for example, the assertion that 


4 The thesis is stated more fully and explicitly in 
the opening paragraph of the next chapter (chap. x, 
p. 263): “The two previous chapters have developed 
the thesis which was implied in all preceding chap- 
ters, that, if we need both freedom and order, they 
are not reconcilable on the rational plane; that they 
break asunder, on that plane, into individual free- 
dom without order and the dictatorial order of col- 
lective reason without freedom; that consequently 
the justice which does reconcile them is a supra- 
rational idea; and that, in a parallel way; free 
autonomous scholarship produces confusion and 
must either yield to the order of collective reason 
without scholarly freedom or integrate its freedom 
into the order of the Christian conscience, which 
reflects the religious structure of the world.” 


5In the Preface we read the strange statement 
that “the dependence of freedom on its opposite, 
order, is dialectical [but, in order not to scare the 
reader] no such thing will be said in the book ... 
no such word will be used.”’ It is used, repeatedly, 
and eleven occurrences are indexed. But the Preface 
recommends not reading the Preface or, if it is 
read, immediately forgetting it! The book is there 
characterized as “a discussion of the dialectic of 
freedom.” Perhaps it is that; it is certainly some- 
thing besides concrete description of a situation and 
analysis of its problems, in relation to intelligible 
goals and appropriate procedures. Presumably the 
word “dialectic” refers to the Hegelian view that the 
nexus between eventsin the world andits history is of 
the nature of the “logical” connection between ideas 
rather than “mechanistic.”’ All the key terms are (to 
me) so obscure and ambiguous that the statements 
hardly even raise intelligible questions. 
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HEIMANN ON RELIGION AND ECONOMICS 


“Christianity, and Christianity alone, 
can make democracy possible” (p. 308). 
This could be vindicated only by admit- 
ting that “Christianity” means anything 
which anyone would ever choose to mean 
by it (accurate enough at the present 
date in history) and then specifying it to 
mean whatever the speaker thinks is es- 
sential to democracy. Everyone surely 
knows that, when men took Christianity 
seriously (as a historically existent reli- 
gion), it either made ecclesiastical des- 
potism inevitable—as clear a case of his- 
torical causality as can be found—or else 
made peace and order impossible, del- 
uging Christendom with fratricidal war 
over its meaning. The latter situation 
evolved as fast as, following the Dark 
Ages, western Europe regained from the 
pagan past, or somehow developed, 
through breaking away from Christian- 
ity, enough civilization to care about the 
consistency or tenability of its credal 
professions, but not yet enough to see 
that theological questions have no par- 
ticular “true” answers because they have 
no tangible meaning. And, if Christian- 
ity has any statable characteristic, it is a 
religion embodying and based upon a 
theology which is to be believed because 
it is “sacred,” not because it is intel- 
lectually defensible.® 

Now, if Heimann had said that some 
religion is a prerequisite for socialism, I 
should agree that this is about as certain 
as any judgment in the field of social or 
political prediction can be. Men clear- 
ly do not agree rationally on the kind of 
issues upon which a socialist state must 
have agreement to maintain order, and 
no government can rule entirely or main- 
ly by force. But this means that social- 
ism can be achieved only through the 
sacrifice of freedom, beginning with the 
essential freedom—that of the mind. 
“Freedom” is, of course, a term impos- 
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sible to define satisfactorily, to say noth- 
ing of measurement or recognition by any 
objective criteria. Any general freedom 
of the mind—for the “masses’”—is a 
very modern phenomenon and is possible 
only within rather narrow limits. Its so- 
cial basis lies in the broad education of 
the youth beginning almost at birth. In a 
free society the young are encouraged to 
think critically, rather than “indoctri- 
nated” with a “tradition” and the venera- 
tion of established authority. Like reli- 
gion, tradition is always regarded as 
“sacred,” usually as supernaturally re- 
vealed in the remote past and often as- 
sociated with the “worship” of ancestors 
or their departed spirits. It is “sanc- 
tioned”’ by belief in rewards and/or pun- 
ishments for conformity or violation, in 
the present life or a future one (the latter 


6 Heimann must agree with this if he means 
what he many times says about religion being 
suprarational (or requiring an act of faith [p. 26s5)). 
Of course, it must not occur to anyone that there 
actually is no unanimity among men as to what is 
sacred, that any individual has only these conflict- 
ing assertions, and that, as far as Heimann is 
concerned, we have only Ais assertion as a ground 
for believing in one religion, sect, or interpretation 
rather than another. The final issue, to which we 
shall presently come, is whether there is any hope 
for agreement among men who accept the principle 
of belief on “suprarational” grounds—in matters 
where agreement makes any serious difference. In 
the Wars of Religion the main cleavage wasbetween 
those advocates who held the Book and the Church, 
respectively, as sacred or prior in sanctity. War 
(or force so overwhelming as to make war hope- 
less) was the only possible method of adjudication. 
The partisans of the Book had no other method of 
determining the right interpretation; those of the 
Church had another only because they started by 
accepting as sacred a human organization hierarchi- 
cal in form and culminating in an individual head. 
Yet Heimann calls Christianity the necessary and 
sufficient condition of democracy as a system of 
order. However, he also says that “‘there is, indeed, 
certainty that the truth can be found if at all, only 
by our reason [though this is] something more 
comprehensive and more profound than scientific 
method” (p. 288). With this last pronouncement I 
heartily agree (cf. my “Salvation by Science: The 

1 According to Professor Lundberg,” this 
Journal, LV (1947), 537-52). 








distinctive of certain “advanced” reli- 
gions) ; and these sanctions are often con- 
ferred or inflicted on the group for the 
virtuous acts or sins of any individual 
member. In a society whose institutions 
are at all developed, the tradition in- 
cludes establishment of some charismatic 
authority as an agent for interpretation 
and enforcement—in historical civiliza- 
tion a dual authority of (more or less dis- 
tinct) church and state.’ 

Thus the social function of religion (in 
contrast with its role in personal life) is 
that of providing a supernatural, or at 
least a “mystical,” sanction for tradi- 
tional belief and customary conduct. 
Heimann might, but probably does not, 
mean about the same thing when he says 
that it is the function of religion ‘‘to pro- 
vide man with an orientation to the 
world” (p. 306). He goes on to say that 
“the historical fact and force of religion 


7 With most individuals, relatively little explicit 
indoctrination is required in infancy—it is mostly 
unconscious or voluntary imitation—and little or 
no actual enforcement in later life. But drastic pro- 
cedures (to put it mildly) for enforcement against 
occasional recalcitrants are also a part of savage 
religions; blasphemy and sacrilege are the most 
serious of crimes. And this is also true of the Semitic 
religions which have been accepted by Western 
civilization (including Islam). In classical antiquity 
religion was largely free, except for a minimum of 
state religion hardly different from patriotism 
today (cf. saluting the flag in twentieth-century 
U.S.A.). 

Finally, we must mention the phenomenon of 
“conversion” as a source of religious belief, along 
with “social inheritance”; and we must include 
occasional religious revolutions, more or less ex- 
tensive, through the activity of new “prophets,” 
arising within the society, or of missionaries. The 
kind and amount of “rationality” in conversion as 
compared with cultural assimilation or conditioning 
is & topic too large to go into here. 

Of course, usage is loose enough to allow us to 
speak of the pursuit of truth in accord with critical 
standards—themselves progressively redefined in 
the process—as a “religion.” And, of course, the 
bulk of what any person believes—in the freest and 
most critical society or cultural milieu—is derived 
from tradition and authority, “in a sense,’ but 
always subject to free examination and discussion. 
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still require explanation [and that] the 
typical explanation is that of religion as 
an ‘ideology,’ a propaganda stunt in de- 
fense of vested interests.” The meaning 
of “ideology” and “‘vested interests’”— 
and the actual relations of both to free- 
dom and order—are, again, large ques- 
tions which cannot be discussed here but 
should be recognized. What I wish to say 
is only that, in relation to the problem 
of socialism, Christianity is of signifi- 
cance solely for the purpose of propa- 
ganda. Of course, any social problem 
must have its ethical side. And—since 
the nations and cultures that Heimann is 
addressing call themselves Christian (or 
Jewish)—if he can make them believe 
that socialism is Christian, he will have 
taken a long step toward getting it 
accepted. But the causal relation is an 
open question—i.e., whether socialism is, 
or would be, accepted because it is Chris- 
tian or is to be called Christian because 
it is accepted. The two will be aspects 
of the same conversion, since, to the 
“Christian” world, “Christian” means 
only whatever ethical position is accept- 
ed in the cultural milieu or even by a par- 
ticular individual. And relatively few 
professing Christians now even pretend 
to believe that Christianity implies any 
particular economic or political order; 
certainly there is no agreement as to 
what order, and no hope of agreement 
(see note below). Significant discussion 
of the question of social order will run 
in terms of accepted moral values, as- 
sumed rather than explicitly stated. It is 
a plain historical fact that religion, and 
particularly Christianity, sanctions what- 
ever social order is established or is ac- 
cepted or advocated (with any effect) by 
the parties who see any connection at 
all. 

Christianity has already supported 
established forms of social organization 
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HEIMANN ON RELIGION AND ECONOMICS 


of unparalleled diversity, and has active- 
ly opposed change, but has also been 
used as propaganda for still others, over 
almost the whole conceivable range. 
Long before it became the state religion 
of the absolutistic Roman Empire under 
which it was born, its original “scrip- 
tures” made a special point of ordaining 
obedience to all established authority. 
If it has a political position, it is that “the 
powers that be are ordained of God” 
(Rom. 13:1), and the command to obey 
specifically includes not only obedience 
to “magistrates,” etc., but obedience of 
wives to husbands, in accord with ideas 
then accepted in the Jewish, Greek, and 
Roman traditions.* Only in the original 
historical context, including especially 
the unquestioning belief in Jesus as the 
expected Messiah, and in the imminence 
of his “return” (Parousia) to establish 
the Kingdom of God on earth, would it 
seem to be possible to reconcile this doc- 
trine of authority and obedience with the 
Great Commandment and the view that 
the essential teaching of Christianity is 
“love” (agapé) or to take its social pro- 
gram seriously (cf. below on Heimann on 
love and its relation to justice). The 
miracle was, of course, to begin with the 
extermination of all whohad refused to ac- 
cept the Gospel and was to include such 
changes in the world itself as would elimi- 
nate all mundane problems such as eco- 
nomics and politics and all substantive 
morality (including sex—Matt. 22:30 
and parallels). The political philosophy 
of original Christianity was completely 
indifferent to all these “material” con- 
siderations; all such goods “‘will be added 
unto you.”’ God will provide, and Chris- 
tian love itself was viewed as a miracu- 
lous gift of “grace.”’ Yet the general posi- 
tion has been maintained without the 
theistic basis which alone makes sense of 
it.’ 
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One feels a certain impropriety as well 
as practical futility in even suggesting a 
realistic look, from a Christian point of 
view, at the human problems set by the 


*The New Testament emphasis is on personal 
authority rather than on law. The statement 
quoted is Pauline. The only saying attributed to 
Jesus that has any sort of political reference is the 
famous “render unto Caesar the things that are 
Caesar’s and unto God the things that are God’s” 
(given in all three Synoptic Gospels). Similar is the 
saying of Peter “and the other Apostles” that “we 
ought to obey God rather than men” (Acts 5:20, 
quoted and stressed by Heimann, p. 307; but cf. 
pp. 216, 219). Since it is left to opinion—or preju- 
dice or wish—what belongs to God and what he 
commands, both sayings are examples of expressions 
which have a more or less clear meaning in their 
specific context, but which, out of context, can be 
used to enjoin absolutely any course of action the 
user has decided upon, on any ground, as the correct 
one to pursue or to advocate. Needless to say, 
what they have usually meant in later history has 
been that the authority of “‘the Church” (finally, its 
human individual head) is supreme over everything 
else. But a state, or some political organization, 
under control of the church is a convenience for 
doing the dirty work of actual governing—in- 
cluding the burning of heretics, for which its teach- 
ings create popular approval. This does not mean at 
all that church authorities lack sincerity or public 
spirit. Like other despots, they are infinitely various 
in this respect, and their power is always limited—for 
“good” as wellas “evil.” But a “religious” despotism 
is likely to have more power than a political one, 
because it is in a better position to make its own 
public opinion. This is what makes the problem of 
political freedom so hard to discuss; it is definable 
only negatively as the absence of “coercion,” which 
is also subjective, and always consists mostly of 
deception, so that the victims may not feel coerced 
at all. An “inspired,” hence fanatical, despot is 
likely to be worse than a merely self-seeking one, 
who must use planned deception and always does 
use religion. This is one of the worst dangers of 
socialism. If men cannot (or will not) see this with- 
out objective demonstration, this is surely afforded 
by recent history, for both communism and naziism 
have the essential characteristics of a religion. 


* The Kingdom has never been thought of as a 
democracy, or as involving exchange of goods or 
services, or as presenting managerial problems, 
or sex and family rejations. A student of real prob- 
lems and of culture phenomena and history might 
possibly be cynical enough to make something of 
the fact that God is always the “father,” though 
“mother” would seem to be a more descriptive 
figure; and the “brotherhood of man” is never re- 
ferred to as a sisterhood! 





relations between authority, law, jus- 
tice, and “love” (in its various mean- 
ings), to say nothing of “grace.” How- 
ever, Heimann ends his book (except for 
a very brief exordium) with a five-page 
section on justice and love in Christian- 
ity, under the heading of “Justice and 
the Religious Order of the World.” (He 
even mentions grace, though it is not in 
his Index, and also sex love and mar- 
riage.) Hence a few observations must 
be offered. He says many fine things, 
with most of which no one could dis- 
agree; they express a noble spirit and are 
“harmless,”’ having nothing to do (be- 
yond general edification) with the con- 
crete problems of action in the social 
reality. He recognizes that love and jus- 
tice are often opposed, giving rise to “the 
gravest complications,” illustrated by 
the problem of peace with Germany. 
In case of conflict, however, “love over- 
rides justice and asserts itself as the 
supreme principle” (p. 330). In life, 
“men live and hope, [because] love over- 
rules justice” (p. 331). But “love... is 
not a direct organizing principle.” “The 
power of imagination of the human heart 
does not suffice to have love directly or- 
ganize social relations; so justice is called 
upon to wrest from the reluctant what 
their love is too weak to give freely” (pp. 
332, 331). This is figurative language, ob- 
scure and at best only a beginning, and 
only partly true—if that word is relevant 
at all. Love, with all its diversity of 
meaning, cannot be a name even for all 
“good” personal relations. It is essen- 
tially selective, therefore “biased”; any 
love which is universal and impartial can 
solve no problems and should really be 
called by some other name. (Love should 
not stop with humanity and actually 
does not.) There must be sympathy and 
respect, which do not necessarily imply 
love and often conflict with it. And the 
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moral attitude must extend to multitudes 
who cannot be known about at all as in- 
dividuals, especially the unborn, future 
generations. It is not (as Heimann says) 
merely or chiefly our “callousness, our 
lovelessness, which makes it imperative 
to appeal from love, which is too high for 
us, to justice, because it is lower.” 

Heimann says that the love which 
overrules justice “is God’s love, not 
man’s.” This is clearly false, factually— 
he illustrates by love for one’s own chil- 
dren!—and also morally; human love 
probably overrules justice as often when 
it ought not to do so as when it should 
(though not as often as does disliking, 
etc.). Again, this suggests that, besides 
personal love and related emotions, men 
must have respect and reverence for im- 
personal principles and values—espe- 
cially for the law and established custom, 
even when they seem to contravene jus- 
tice as well as love. But always, “within 
limits’; one must finally use judgment, 
as to what principle to follow or what 
compromise to make. Justice and love are 
both blind; each is blind to -the other, 
and both are blind to many other values, 
which the poor human being in society 
must see and regard. The real founda- 
tion of social order is not love, and neith- 
er is it justice in a moral or legal sense. 
It is the humble principle of doing the 
expected thing, acting so as not to dis- 
appoint the reasonable expectations of 
one’s fellows. What this means in any 
case depends on everything that enters 
into a culture situation and a personal- 
ity—including, of course, religion as a 
datum. What is new in the modern social 
ethical attitude is intelligent regard for 
the future, of individuals and of one’s 
country and the world, the preservation 
and advance of art and science and civili- 
zation as a whole. 

Setting up love as the supreme prin- 
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ciple raises other questions. Ideal per- 
fect justice cannot be defined, but men 
agree within fairly wide limits on degrees 
of injustice and are able to do something 
about it. But is love, or any personal 
feeling, under control of the will? Or can 
one give, or does one want, its expression 
in action when it is not felt? In particu- 
lar, Heimann is violently opposed to 
pacifism, but could a war be fought ef- 
fectively by a people who loved their 
enemies and knew that the enemy hated 
them? Or can one really love a person 
and hate and fight against everything 
that person believes and strives to effect? 
(Perhaps these things are possible, to 
some individuals.) Heimann does not dis- 
cuss crime or punishment except in con- 
nection with the national guilt and treat- 
ment of Germany. 

The author is certainly right in saying 
that love cannot be a principle of social 
organization—at least not in groups of 
considerable size, a qualification he 
might have added—though his reasons 
are open to question. But he is surely 
right also in making love supreme in 
Christianity, and this amounts to elimi- 
nating “religion” as a force relevant for 
social action. And even if the general 
proposition that Christianity is necessary 
were to be conceded, one must then ask 
“so what?” Is Professor Heimann pre- 
pared to convert the country and the 
world*® to the Christianity that he thinks 
is necessary, against the opposition of 
all the other converters in a host of di- 
rections? If people generally were con- 
vinced that some religion, and some one, 
is “necessary,” would that heal our social 
strife or rather intensify it? In any case, 
it all looks much like “using” religion as 
the opiate of the masses! 

The second difficulty, having to do 
with the matter of progress, strikes at the 
heart of the problem of freedom and or- 





487 


der in society. All the historical or recog- 
nized religions—including Christianity 
throughout most of its history—have 
been in principle “static,” committed to 
the finality of beliefs and practices em- 
bodied by law, custom, and tradition in- 
herited from a remote past. Christianity 
resisted modern science and the doctrine 
of progress as long as it could. It gradual- 
ly became reconciled to modern civiliza- 
tion, based on the materialism of free 
science and its applications, and accepted 
the disruption of the status relations 
which formed the skeleton of the social 
structure in the “Christian” Middle 
Ages and in all previous history. The 
process is still far from complete;" and 


*©Tt should be stressed that, under present con- 
ditions, “society” has to mean the world if socialism 
is to be religious, and, anyhow, the socialist state 
practically has to be a world state. The strong 
arguments for socialism are rooted in economic 
inequality and injustice, and these do not stop at 
national boundaries. In fact, they apply to nations 
as such as well as to individuals of all nationalities. 
And if we add any argument on grounds of efficiency, 
as socialists do (however questionably), the neces- 
sity of world unity is increased. Further, all ag- 
grandizement of the state intensifies international 
antagonisms. The only hope for international 
amity or peace depends on maintaining the indi- 
vidualistic ethic and social philosophy and minimiz- 
ing the role of political (geographic) units. This 
means that religion must be kept free and its role 
in ethics restricted to the inculcation of goodness in 
the abstract, leaving the content to be determined by 
free (rational) discussion and the social and political 
forces generally operating. If ever “religion”— 
meaning some church or churches—begins seriously 
to interfere in actual lawmaking, enforcement, and 
administration, every lover of either freéiom or 
order must oppose such a movement to the utmost. 
It is superfluous to mention the situation in educa- 
tion at the moment in the United States. 


™ Witness especially laws against the teaching 
of evolution in the schools of some American states 
of the “Bible Belt.” The laws are disregarded— 
honored in the breach—and ridiculed in academic 
circles; but they are dangerous as a possible occasion 
for political skullduggery or personal blackmail. 

We may note as an important feature of both 
communism and fascism or national socialism, that 
keeping the essential features of religion, both social 
and individual, they have reversed this static posi- 
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the ultimate effects on the position of re- 
ligion in society and its hold on the pop- 
ular mind are not yet determined—cer- 
tainly not in a favorable sense, from its 
own point of view. 

Free society is the product of the 
greatest revolution, or “emergent evolu- 
tion,” that has occurred since man be- 
came man by developing the qualities 
that distinguish him from the “lower” 
animals. In this former change he lost his 
social instincts and “fell” from “inno- 
cence” by acquiring a kind of moral re- 
sponsibility. It was a limited responsi- 
bility, for conformity to custom and obe- 
dience to a customary, prescriptive or 
“charismatic,” authority. In western 
Europe, between the “high” Middle 
Ages and the Age of Reason, or the nine- 
teenth century, the “crust of custom” 
was broken up. Many “forces” were op- 
erative—too many to try to enumerate 
here—but the main ones were undoubt- 
edly science, tied to various applications 
(from which it had aristocratically held 
aloof in antiquity), and trade, both run- 
ning into the development of modern 
industrialism. The spirit or dynamic of 
the change was partly idealistic, in the 
form of “pure” intellectual curiosity; 
partly the Baconian-pragmatic vision of 
a better life for men through mastery of 
the forces of nature (also idealistic but 
now fashionably referred to as “mate- 
rialism”); and partly quest of power, 
“luxury,” or mere love of adventure. 
(The content of luxury is almost entirely 
aesthetic—good or bad—but this also is 
called “materialism,” especially by those 
classes who have most of it and think the 
lower orders have too much.) In the 
critical period of transition known as the 


tion. The former has done so more overtly and dog- 
matically, embracing “science” with open arms— 
though somehow managing to combine it with “dia- 
lectic,” the Marx-Hegel brand. 


“‘Renascence,” the technical side of the 
fine arts played a large role in the scien- 
tific movement (as Max Weber has em- 
phasized) and military power an even 
more crucial one (W. Sombart). The gen- 
eral phenomena of cultural cross-fer- 
tilization (the East and the West) are 
conspicuous, and especially those of the 
transit of an older civilization to a back- 
ward region. The Revival of Learning, 
while important, is generally overempha- 
sized relative to indigenous develop- 
ments and Far Eastern or Islamic influ- 
ence (gunpowder, paper, printing, etc.); 
its main significance as a historical cause 
in the development of liberty and liberal- 
ism lies in the disintegrative action of 
“pagan” thought and culture on the ob- 
scurantism of medieval Christianity. 
The most violent (and undoubtedly 
the most potent) immediate cause of 
change was the growth of heretical and 
fanatical sects—a religious interest, as 
men were conscious of it. It grew out of 
the glaring contrast between the power- 
and-luxury-seeking church that had 
grown up in the preceding thousand 
years and the spirit of its own teachings, 
coming down from the period—prior to 
the development of an organized church— 
when Christians had the lowliest social 
status and neither wealth nor political 
power. On its face it had no relation to 
“enlightenment,” being quite primitive. 
But we should go below the surface to 
ask how men became aware of the in- 
congruity, why it made them uncomfort- 
able, and why they were willing and how 
they were able to fight against ecclesias- 
tical power and dogmatism (at least in 
the hands of the wrong people). The an- 
swer lies in the “material” forces men- 
tioned, the “cupidity” of traders and 
enterprisers, and the power lust of rulers, 
linked with intellectual cravings and the 
desire for a better life on the part of a 
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stratum of the underprivileged—for 
more joy, beauty, and self-expression in 
the place of misery, squalor, and frustra- 
tion. Thus God (or history) moves in 
mysterious ways his (or its) wonders to 
perform—speaking from the standpoint 
approving a civilization committed to 
progress through free individual effort 
intelligently using means to achieve ends. 
Liberals, of course, regard the change as 
a moral rise or advance from the monas- 
tic ideal of poverty, chastity, and obedi- 
ence, which necessarily involved a “‘stat- 
ic’ society based on status, an ethical 
dualism and a social vicarious atonement 
by a consecrated order taken out of the 
world—just as liberalism converted into 
a rise the earlier Fall from innocence. 
However, “materialism” is a figure of 
speech, an epithet. Ends are equally 
spiritual, whether good or bad; and 
means are material. The ethical question 
is: Which is higher, to view the world 
we live in as presenting problems to be 
solved and to struggle with them, nat- 
urally using available means, or to view 
it as divinely ordained as it is and accept 
it passively, submissively, gratefully, and 
lovingly? 


II, FREEDOM AND ORDER 


As to the problem of combining free- 
dom and order in society, I have tried 
hard and honestly to make out Professor 
Heimann’s solution—and have not suc- 
ceeded. He nowhere attempts to state 
the problem in concrete terms intelligible 
to me. “The fascist catastrophe” teaches 
us the minimum requirements of democ- 
racy” (p. 8); they are “responsibility of 
its governors and equal liberty of its citi- 
zens . . . justice to regulate liberty” (p. 
14). The general criticism of modern 
liberalism (political democracy and eco- 
nomic laisser-faire) is that it embodies 
“unregulated liberty” (pp. 12, 13, and 
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passim, dozens of times), or an “‘over- 
emphasis on liberty at the expense of or- 
der” (p. 11, etc.). There is practically no 
examination of representative institu- 
tions, the only possible mechanism of re- 
sponsible and active government (de- 
mocracy in the Western sense), nor of 
the free-enterprise economic organization 
(nor of socialism either—see below) to 
say nothing of possibilities of combining 
different systems, or concrete remedial 
measures not involving revolution. Of 
course, one finds no critical statement of 
the ends or functions of a social-econom- 
ic organization form, or of reasonable ex- 
pectations. The abstractions “freedom 
and order” are reiterated without any 
real definition or seeming awareness of 
their ambiguity. 

“The philosophy behind laisser-faire 
is most paradoxical. Instead of balancing 
liberty and order . . . [it] proclaims order 
as a result of liberty” (p. 12). This is a 
typical half-truth, essentially false. Ad- 
vocates of laisser-faire have not been 
anarchists (believers in “unregulated 
liberty”). The laws and administrative 
measures in force in the United States— 
even the “economic”? ones—would cer- 
tainly fill hundreds of volumes. The 

% The subtitle of the book, “Lessons from the 
War,” is indicative. The author is chiefly interested 
in comparing fascism (or national socialism) with 
communism (Soviet Russia) and with liberalism 
(democracy and laisser-faire), and in pointing the 
moral—Christian socialism. (He avoids this stock 
designation.) In the way of historical and political 
observations, he says many good things and shows 
wide reading, much information, and earnest re- 
fiection. I am not competent to go into this side of 
the work but will say that he often seems both 
fair and discerning in recognizing the abstract 
merits of ideologies other than his own. (Notably 
in his treatment of socialism and communism— 
esp. pp. 113-16—and in his chapter on Germany and 
two chapters on Russia—chaps. ii and vi-vii, the 
last described as extraneous to the main argument 
and to be read as an appendix.) My difficulty with 
the book is less that I disagree with what is said 


than that I find it abstract and platitudinous—not 
really saying anything about any real issue. 
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laisser-faire philosophy applies first and 
far more literally to religion (toleration) 
than to business life. It rests on a definite 
ethic—respect by all for the “equal free- 
dom” of others. And it has always recog- 
nized an indefinitely extensive role for 
law and administration, not only in en- 
forcing this respect wherever necessary, 
but in performing any useful functions 
which by general uncoerced agreement 
can only be performed, or will be better 
performed, through governmental agen- 
cy than through voluntary arrangements 
between the parties most directly con- 
cerned. Such arrangements may be im- 
plemented through the market, or in any 
way and on any terms (excluding fraud) 
on which the parties can agree as better 
or preferable on any ground. Moreover, 
liberalism has always encouraged, and 
has brought about on a historically un- 
precedented scale, humanitarian meas- 
ures in the broadest meaning—both pri- 
vate and public, voluntary and compul- 
sory. 

Heimann recognizes that “this doc- 
trine has verified itself to an amazing ex- 
tent in history” (p. 12). But unregulated 
freedom has been “refuted” by the ex- 
ploitation of the economically weak by 
the strong, and “even more sensation- 
ally [by] the economic crisis, the depres- 
sion, and mass unemployment” (p. 13), 
which gave rise to the dictatorships and 
international anarchy. Later (chap. iii) 
he recognizes, as a thing of the past, “the 
regulation of liberty by the competitive 
order” (p. 69); but “since we have lost 
this order, we are left with the unchecked, 
unregulated liberty of the economical- 
ly strong,” and “the enthusiasm of pub- 
lic opinion for the unattainable aim of re- 
storing competition is tragic” (pp. 70, 
71). The amount of mythology in this 
view of the past, and of fallacy in that 
of the present, could be appraised only 


in a detailed critique impossible here." 
The chapter gives other “stock” criti- 
cisms of the modern economy (exempli- 
fied by the U.S.A.), such as waste of nat- 
ural resources and so on. While naively 
stated, most of the criticisms point to 
problems which have long been recog- 
nized and studied as to ways and means 
for improvement, with such action taken 
as has seemed feasible. Most of this is 
whipping dead horses, and it is not help- 
ful to assume or assert either that “so- 
cialism,”’ undescribed as well as unexam- 
ined, is the only approach to the prob- 
lems or that it is my answer at all. At the 
end of the chapter (p. 94) the author lim- 
its his socialism (state control) to credit 
and heavy industry. The “agency in 
charge” is to control “change and 
growth, not every-day activity [which] is 
adequately controlled today as in the 
past by the price mechanism and re- 
quires no interference.’’ He says explicit- 
ly that this program will take care at the 
same time of the monopoly problem and 
the control of economic fluctuations. 
This is as dogmatic as the notion that 
socialism has to be Christian. (However, 
“dogma” has no terrors for Professor 
Heimann, as running the indexed refer- 
ences under the word will make clear.) In 
fact, all these problems would arise under 
socialism in any form, and their nature 
and treatment would not be essentially 
changed in form. They are merely to be 
loaded en masse onto “the government,” 
which it seems to be assumed means 
God—and it would need to be! Other- 
wise quis custodet custodes? 


3It has recently been competently estimated 
that four-fifths of American production comes 
from industries reasonably competitive; and the 
amount of monopoly power in any instance is 
limited and normally short-lived; and there is no 
clear line between “bad” monopoly and advantage 
that is earned or functionally necessary in a free 


economy. 
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Following the author’s order of ex- 
position, I return to the main thread of 
treatment of his central interest, the 
“dialectic of freedom’”—though neces- 
essarily omitting a comparison of current 
ideologies, which receives chief atten- 
tion. The key idea—properly enough, for 
a general term—is justice. I have pretty 
carefully sought out and considered his 
uses of this word (numbering about 
double the twenty-nine references in- 
dexed) and am sure I have overlooked 
nothing important. Justice is explicitly 
defined as “equality of freedom,” which 
“may stand as the special technical form 
of a just order; it comprehends that sta- 
bility of order which protects the weak, 
and contains, on the other hand, the 
freedom which it restores to the weak 
[specifically] the right to work .. . be- 
cause forced idleness makes their free- 
dom empty and meaningless... (p. 
230). “Equality of freedom does not 
mean, however, a mechanical equality of 
social standing and prestige’ (ibid). 
“Likewise, [it] does not mean arithmeti- 
cal equality of income, although it does 
most emphatically require a vigorous 
advance in [that] direction . . . from the 
existing degree of inequality” (p. 231). 
Relative to liberalism, it stands for order 
against freedom, for the “right propor- 
tions between the two” (p. 228; cf. p. 
232 on the same justice between groups 
as between individuals). 

As to how, concretely, to secure jus- 
tice, we have in positive terms only the 
statement that “socialism establishes 
justice” or “restores a just order” (p. 
102); for “socialism . . . is the technique 
designed to wrest control of industrial 
life from the rule of inordinate liberty 
and subject it to the rule of order and 
justice” (p. 118). We cannot be told 
more, for (as we have seen) justice, the 
supreme category, is “a supra-rational, 
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that is, a religious concept” (p. 229 and 
elsewhere). And religion is Christianity: 
“Justice is the political content of the 
free Christian conscience” (p. 259). “It 
is a dogma, a commandment presupposed 
in our thinking and acting; ... it has 
been revealed to us” (p. 304). It is un- 
necessary to ask whether the appeal to 
dogma and revelation is more likely to 
settle an argument peacefully and rightly 
or to start a fight, or whether specifica- 
tion of Christianity (Liberal Protestant- 
ism) is a helpful addition. Justice is re- 
peatedly opposed to “reason,”’ viewed as 
the central idea and ideal of liberalism; 
it is “what society needs after the failure 
of rationalism to balance freedom and 
order” (p. 230).'* However, justice must 


14 Cf. Micah 6:8. “He hath shewed thee, O man, 
what is good; and what doth the Lord require of 
thee, but to do justly, and to love mercy, and to 
walk humbly with thy God?” The first proposition 
is the major major-premise of the Jewish-Christian 
ethic. Its chief defect is that it simply is not true. 
Men do not know, at all completely or accurately, 
what is good, or have any way to find out when they 
particularly need to know, any way that will keep 
the wisest and best from agonies of doubt, or pre- 
vent their disagreeing so violently that they take up 
arms against one another. The verse as a whole, 
often referred to as “the diamond rule,” is a beauti- 
ful sentiment and expresses important truth. The 
difficulty with the ideals of justice, mercy, and 
humility is, again, not that people reject them but 
that they have no clear meaning and raise the most 
acute questions in application to particular cases. 
And there are other virtues, too, such as truthful- 
ness (nowhere explicitly enjoined in the Bible). 
And the different virtues often seem to call for 
ambiguous and conflicting expression in conduct. 
Indeed, it is a famous doctrine of ethics that the 
extreme of every virtue is a vice, making the good 
inherently a matter of the right compromise. Even 
this is oversimplified, since many valuesare typically 
in conflict, and the right choice often calls for a hard 
choosing or balancing between undoubted evils. 


*s At many points in the book, however, “reason” 
seems to be used as synonymous with virtue or 
conscience (pp. 13, 63, 119, 345, etc.; see Index, 
s.v. Reason). It is not made clear whether reason 
fails because it in inherently inadequate, because 
men do not have enough of it, or because it is over- 
powered by irrational motives of the “bad” sort. 
See below on the Greek view which is also an 
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be subordinated to love: “‘the principle of 
love must be supreme and .. . justice 
must be subordinated to it. This is the 
fundamental Christian proposition” (p. 
330). “For the Greek, justice is part of 
wisdom; for the Christian, an element or 
consequence of the supreme principle of 
love” (pp. 242-43)."° 

I can only say that, to my understand- 
ing, collation of Professor Heimann’s 
statements about justice and kindred 
ideas sheds no light at all on what he 
thinks the social ideal is or on how to 
achieve it. His philosophical-ethical posi- 
tion seems to be that everyone knows 
these things, and consequently the social 
evils are due to “sin” (which needs no 
defining; cf. above, p. 491, and note), to 
defect of will only, not of knowledge (or 
taste?). Hence the logical remedy would 
be that which religion, and especially 
Christianity—as a “universal” religion 
organized as a church—has applied in 
the past in so far as its votaries had the 
power or could get it—no means or 
methods barred, namely ruthless coer- 


(incongruous) element in Christian theology; also 
Index, s.v. Stoicism. The relation between reason 
(knowledge, intelligence) and the moral sense, facul- 
ty, or judgment is, of course, one of the supreme 
philosophic problems—and it could not be dis- 
cussed without consideration at the same time of a 
third type of intuition, “taste” (which is strangely 
neglected in the literature of theology, ethics, and 
social science methodology in general). I have noted 
in the book just one reference to good taste (p. 328), 
and the term is not indexed. The greater part of 
morality is, of course, mere common sense, or pru- 
dence. People will be treated in general in about the 
way they treat others—as they mete it will be 
measured unto them. On the other hand, “do as 
you would be done by,” is a principle of little 
meaning in any situation involving a serious ethical 
problem; one should rather do as the other person 
would be done by, which is by no means the same 
thing; or as the other person ought to want to be 
done by, i.e., simply do “right”—which means only 
that there is such a thing as moral conduct, but 
gives no guidance as to what it is. The relation of 
the Golden Rule to love or justice or freedom might 
be discussed indefinitely. 








cion. Social policy and its execution 
should be in charge of the just, the right- 
eous, the loving, the “Christians,” as de- 
fined and selected by the author and 
those who agree with him.*’ Details as to 
the reactions of, and upon, those holding 
other views, and the consequent effects 
on freedom and order, can be filled in by 
anyone without elaboration here. 
Alternatively, society and the world 
might just sit and wait, patiently and 
trustingly, on the Grace of God. This is 
what Heimann seems to imply, in spite of 
his condemnation of Lutheranism for 
taking this position (and though he bare- 
ly mentions grace). Certainly he says 
nothing that concretely suggests demo- 
cratic action. We find hardly a word 
about the structure or operations or the 
concrete problems of any government, to 


An interesting question arises here as to the 
meaning and correct translation of Greek words. 
As I am informed, Plato’s epistémé is usually 
rendered “knowledge” rather than “wisdom,” 
which would correspond to sophia. And epistémé 
meant rationally derived and demonstrable knowl- 
edge, on the pattern of mathematics rather than 
science, in modern terms. On the other hand, the 
“standard” English versions of the New Testa- 
ment render the dikaiosouné of Matt. 6:33 as 
righteousness (though Moffat has “‘goodness” and 
Goodspeed “uprightness”). But the Roman Catho- 
lic Douai Version has “justice,” and Luther's 
Bible Gerechtigheit. In the New Testament, “love” 
usually translates agapao (n. agapé), which was 
either a general term or meant a feeling based upon 
propriety or duty rather than “affection”; the 
latter was phileo (philos)—to be friendly toward. 
Plato’s ordinary word for love, erao (eros), does not 
occur in the New Testament. (The reviewer has 
merely consulted authorities and does not even 
read Greek; the point is simply that description and 
contrast of these historical positions raises problems, 
hence is open ground for wishful thinking and dog- 
matizing and has little practical import for the 
modern inquirer.) 


'? The historian, George L. Burr, once remarked 
that Luther’s chief objection to the papacy was that 
he was not the Pope; but a leading Italian liberal 
(in exile in England) told the writer that he did not 
object to Mussolini’s being a dictator—only to his 
doing wrong things. The principle has discourag- 
ingly wide application. 
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say nothing of a socialistic one, and noth- 
ing about public opinion, its formation or 
formulation or implementation, or the 
rightful extent and limitations of the au- 
thority of officials or of a majority. The 
issues discussed, centering in “‘justice”— 
a “right” balance of freedom and order 
is nothing unless it is the “right’”’ order 
—are not issues, since there is no dis- 
agreement about them. Issues arise when 
we start to try to define the terms; a sig- 
nificant statement must be in words that 
could be used in framing administrable 
laws. Seriously to proclaim that “‘jus- 
tice” is the remedy, implying that men 
know what it means, is an order to obey 
the speaker, or a challenge to fight—or 
perhaps to part company for good and 
live in different worlds. But, in all this, 
Professor Heimann is undoubtedly quite 
“Christian.””"* 

To reiterate the obvious, the social 
problem is one of lawmaking and law en- 
forcement; and a law requiring men to 
be just or righteous (or to tell the truth, 
which has never been a precept of Chris- 
tianity) would be a palpable absurdity. 
If any such words are used in the law, 
they are defined, or are expected to be de- 
fined, in terms of established custom; 
and, again to reiterate, the moral prob- 
lem of free society is to criticize, change, 
and improve custom and law—with a 
“practicable minimum” of disorder and 
of injustice to individuals. The conclu- 
sive argument against socialism is that 
it requires formal general authoritative 
settlement, as moral issues, of so many 
questions—either by enactment or by 
arbitrary administrative discretion— 
questions which “laisser-faire”’ (econom- 
ic and other freedoms) leaves to agree- 
ment between the parties directly con- 
cerned, subject to a minimum of general 
regulation on the “rules of the road,’’ in 
contrast with prescriptions as to when, 
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where, and how to travel. The real trage- 
dy of modern civilization, of a society 
seriously committed to freedom and 
progress with order and justice, is not 
that morals have deteriorated. In so far 
as that is true at all, it is a symptom or 
consequence of facing the problems set 
by a different and higher set of stand- 
ards; these compel us to subject the 
mores themselves to ethical criticism and 
come to agreement by discussion, or to 
fight. But we hardly dare talk seriously 
about these matters because we have not 
yet developed the terminology or the 
concepts with which to discuss them in- 
telligently, dispassionately. The root of 
our evils is precisely the craving for jus- 


18 We have already observed that the Sermon on 
the Mount is a possible philosophy of life only on a 
premise of naive theism—such as no intelligent 
person can believe and only a completely incompe- 
tent ward of someone else could practice and live. 
If liberal culture is to have a (good) God, he clearly 
must have serious limitations—striving, learning, 
and improving, or be extremely limited in power, 
either by an obstreperous world or by hostile 
spirits about equal to him in might. A God of un- 
limited power must be practically indifferent to 
individual suffering, or justice, or life and death, 
though He may on balance be interested in the 
gradual triumph of higher values, in the human 
sense, in the ultimate long-run. Or He may not; 
we cannot be sure. The reality of “progress” is 
disputed, and the evidence shows that life has 
“evolved” in every possible direction, downward 
as well as upward and sideways by any human 
standard. If there is any “‘aim” back of it all, it 
would seem to be the maximum quantity (as 
Spencer averred) with little if any regard for quality. 
But the sort of God people crave, and therefore will 
believe in, has the opposite characteristics. He must 
be eternally complete and perfect in goodness, 
sympathy, and love toward individuals, and at the 
same time omniscient and omnipotent—a palpable 
contradiction to facts, if it makes sense at all. If 
the universe does not use “bad” means to ac- 
complish “good” ends, it is solely the goodness 
of the ends, not the badness of the means, that is in 
question. Christian theism can be explained only 
by intellectual obstinacy or pure love of paradox. 
In the words of Lord Bacon—for obvious reasons 
not as familiar as they should be—‘the more 
absurd and incredible any divine mystery is, the 
greater honor we do to God in believing it” (Ad- 
vancement of Learning, Book IX, second paragraph). 
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tice, with freedom as one ingredient in a 
complex of overlapping and conflicting 
values. It is this which seriously threat- 
ens order, because the content men give 
to justice so largely reflects their own 
special interests or—what is at least as 
bad—their romantic prejudices. 

From the standpoint of possible dis- 
cussion—the only relevant standpoint— 
the question is largely one of the mean- 
ing of terms. But this always means an 
objective analysis of some “reality.”’ And 
justice (rights and obligations) belongs 
to a spiritual reality outside the world of 
things, so that propositions about it are 
not amenable to empirical or manipula- 
tive testing, as scientific propositions 
about nature are tested.'® In this field, 
thinking, and especially communication, 
are difficult at best; and discussion is ex- 
tremely hard to make at once tolerably 
accurate and “interesting.”’ It is philoso- 
phy; and if it is really critical pursuit of 
truth, it is caviar to the million—and to 
most of the “hundred” as well. Of course, 
we could not expect a book intended to 
be even semipopular to undertake any 
real examination of the ideals of freedom 
and justice or, at the opposite end of the 
scale, to present drafts of laws. But one 
feels that a work “by a social scientist, 
and [one which] proceeds in concrete po- 
litical and historical analyses . . .”’ (Pref- 


19In fact, they are removed by at least two de- 
grees or stages, as conduct is affected by two levels 
of error; error in use of means to achieve a given 
end (economic or technical failure) is fairly simple 
in comparison with error in the judgment of ends, 
or rather the “‘values’”” embodied in concrete ends. 
Even at the former level, that of efficiency or effec- 
tiveness, truth and error are known through intui- 
tion and expressive communication, activities of 
an entirely different order from the observation 
and inference on which natural-scientific knowledge 
rests. The only objective test of values is the arbitra- 
ment of battle, and morality objects to settling 
questions of right by the test of might, and right 
itself is a vague balance of conflicting values. 


ace, p. viii) might get beyond the banal- 
ity that a social order ought to be just 
(i.e., what it ought to be) and such 
sophistry and falsehood (in fact, vicious 
nonsense) as the assertion that every hu- 
man being has a “Christian conscience” 
which tells him the meaning of justice as 
its “political content’”—or “must” get 
one if he does not. Ideals could surely be 
described in terms that would at least re- 
motely suggest the kind of conduct and 
social organization necessary to realize 
them. One could say something about 
what men are to be free from and free to 
do, and obligated not to do and to do.” 
These are the things they need to agree 
about but do not agree, partly because 
issues are not rightly stated. And, espe- 
cially, something could be said about the 
problem of free agreement itself, which is 


2°One of the fundamental economic freedoms, 
the accumulation of capital, socialism explicitly 
proposes virtually to abolish. But it is hardly taken 
into account, on the one hand, that closing one 
of the main channels by which the family, and free 
society, make provision for the coming generation 
must have serious consequences for that institu- 
tion. On the other hand, there are other ways; and 
abolition of private ownership of productive wealth 
would force responsible parents to resort to less de- 
sirable methods—political methods—of securing a 
desirable social position for their children. The rearing 
and training of the human productive unit is also 
an investment of capital. The collectivist state will, 
of course, control education; and it is naive to as 
sume that it will do so “impartially,” or that it 
could if it so wished—if even any “impartial” 
meaning can be given to the idea. Further, it is 
more than doubtful whether any political unit can 
guarantee a minimum standard of living to all its 
members without exercising control over its mem- 
bership—the number and quality of actual births, 
to say nothing of immigration (in a state smaller 
than the world). The intelligent socialist must 
surely contemplate serious inroads on the freedom 
of family life. Under any possible system of organi- 
zation there must be tension between family inter- 
ests and those of larger units—as some socialists 
have had the wit and the candor to recognize, 
from Plato to the nineteenth-century Germans and 
the Russians. The “Christian conscience” would 
seem to be in for considerable revision of its his- 
torical position with respect to the family. 
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the essential freedom, the final meaning 
of democracy. With respect to political 
freedom, it is coercion that has to be de- 
fined (mot determinism); and the main 
ingredients of coercion are deception and 
“conditioning” to believe and do and to 
obey and revere men and objects not 
chosen or defined by objective inquiry. 
On this dual process of conditioning to 
custom and constituted authority all 
civilizations prior to modern liberalism 
have depended for order. To a large ex- 
tent this is still true and always must be; 
the possibility of individual freedom is 
narrowly limited. But traditionalism 
means a fixed order, and the distinctive 
modern problem is to have freedom 
(enough and of the right kind) for change 
and progress, without having so much (or 
the wrong kind) as to bring chaos or to 
destroy itself. 

The substance of a moral social order 
consists of obligations; apart from these, 
rights are meaningless, and it is infinitely 
more fruitful to try to define and deter- 
mine the former. The moralist and po- 
litical-economic-social analyst must find 
out and teach what human beings owe 
one another in the infinitely various rela- 
tionships of life. Many of these relation- 
ships cannot be fundamentally changed, 
such as race, sex, age, geographical posi- 
tion; others, such as position in the vast 
complex of communities—from the fam- 
ily to the world order, in which we be- 
come what we are and then “live and 
move and have our being’”—can be 
changed in varying degree and at vary- 
ing speed, without disaster. Thus most 
obligations are defined by functions and 
institutions; but many things we owe to 
one another merely as human beings, 
even as sentient creatures. From another 
Standpoint obligations can be usefully 
divided into stages or strata. The pri- 





mary general obligation of the individual 
is obedience to law, including custom, as 
it is, until it is changed. As we have al- 
ready observed, this is the bedrock of all 
social order. Second, in modern civiliza- 
tion, everyone owes everyone else in- 
telligent co-operation in changing the 
law, into closer conformity to a “higher 
law,” as fast as reasonable agreement 
can be reached upon changes that repre- 
sent improvement in the law (including 
constitutional and public law). Its first 
principle is maximum liberty (minimum 
coercion) or association by free mutual 
assent, as far as possible without “exces- 
sive” sacrifice of other essential goods. 
As Heimann somewhere says, freedom is 
that by which man is man. A self-re- 
specting person prefers to make his own 
mistakes rather than to be forcibly di- 
rected (being free as a matter of course 
to seek advice or listen to it, but to do as 
he may decide about following it). Lib- 
eral institutions rightly forbid men to sell 
themselves into slavery even if they 
wish. And, further, “all history shows” 
that there is no possibility of keeping 
any arbitrary authority competent and 
uncorrupted. If men are not fit to govern 
themselves, they are still less fit to gov- 
ern others, and “power corrupts.” Free- 
dom is the supreme value; on this there 
can be no disagreement in discussion, be- 
cause it is presupposed in the meaning of 
discussion itself. 

But freedom has to be limited by law, 
and further limited by changing law; for 
change cannot wait on universal, unani- 
mous, and intelligent agreement. And it 
has to be limited in principle because it is 
relative both to control over means and 
to taste—for, apart from these, freedom 
is negative and empty. But the endow- 
ment of individuals with means, and 
with tastes and sensibilities, comes over- 
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whelmingly through society and its in- 
stitutions, and hence depends on social 
(political) action in so far as it is at all 
subject to voluntary modification or con- 
trol. It was in this connection, i.e., in 
taking the individual as a datum, that 
historical liberalism erred so egregiously 
and in consequence so largely and rapid- 
ly defeated itself. Literal individualism 
is patently impossible, even absurd; it 
must really mean “familism” and “insti- 
tutionalism”; the individual is hardly a 
real unit in society, viewed historically 
or from the standpoint of group action. 
In this connection—the endowment of 
individuals with means, capacity, judg- 
ment, and taste—justice, and particu- 
larly political justice, has to mean vastly 
more than “equal freedom.” There is 
much weight in the old distinction be- 
tween commutative and distributive jus- 
tice. The former is achieved, as far as it 
can be achieved, in the “economic” 
sphere, in the ideal market organization 
—freed from such “mechanical” imper- 
fections as “undue” monopoly and eco- 
nomic fluctuations, through measures of 
control, taxation, monetary policy, and 
relief and public services, and a limited 
amount of “public ownership.” 

Finally, and perhaps more in need of 
emphasis than any other single point, 
people must somehow learn not to ex- 
pect too much! Else, like the dog in the 
fable, they will lose what they have by 
grasping at more that is beyond reach 
or entirely unreal. We must be reason- 
ably content—not so much so as to sap 
the springs of action—with what is pos- 
sible, with possible progress toward pos- 
sible (provisional) goals. In the main, 
the procedures are to be found by cold- 
blooded “‘scientific”’ (objective) inquiry. 
But we must finally accept the tragic 
limitations of life in a world that is no 





friend of man—but also no enemy—a 
world that simply knows nothing of 
man’s justice, sympathy, love, or their 
opposites—as far, at leas(, as can be de- 
tected in any area of investigation more 
limited than the whole sweep of history 
and evolution. Moreover, men are not by 
nature very good friends to one another 
or even to themselves. This fact also has 
to be lived with until it can be changed, 
and there are obvious limits to the ulti- 
mate possibility of changing it. Human 
beings have frail, weak bodies and quite 
limited capacity for communicable 
knowledge or thought, pitifully limited 
where the subject matter is spiritual real- 
ity beyond the things that can be seen, 
handled, and used. Worse still, life does 
not afford time for the tedious, largely 
experimental, process of learning or for 
the development and use of what capac- 
ities they have. But they have awful 
“prejudices,” tender and “touchy” feel- 
ings, hence boundless susceptibility to 
pain, especially spiritual suffering. No 
amount of economic reform alone would 
probably make them more contented, or 
much better. Hence it is imperative to 
develop to the utmost the virtues of 
kindliness, patience, courage, and mutual 
sympathy and support that are empha- 
sized by the great religions. Especially 
in point, because it is our own tradition, 
is Judeo-Christianity, doubtless the 
“best” of the mystery cults that took 
their rise in the decadence of the ancient 
imperial civilizations, the one that con- 
quered the European world and sur- 
vived into modern times. 

But much of the “religious” as well as 
the pseudo-scientific and pseudo-histor- 
ical content of Jewish-Christian teach- 
ing must be discarded, because it is false, 
opposed to our more enlightened ideals, 
and inimical to progress. And the social, 











HEIMANN ON RELIGION AND ECONOMICS 


moral attitude needs correcting or sup- 
plementing in a number of directions. 
The religious spirit, particularly in the 
Semitic tradition, is dogmatically intol- 
erant, indifferent if not opposed to sci- 
ence, and was originally antagonistic to 
the aesthetic interest, at least as it is 
embodied in material forms. And an- 
other overwhelmingly important factor, 
absent from our religious tradition and 
strangely neglected in ethical and social- 
philosophical discussion, is play, sport, 
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fun, the spontaneous and joyous side of 
life. The Northern and Western peoples 
in particular need to cultivate the more 
genial qualities, and all peoples (the 
others are even more backward here) 
must become “better sports.” The Good 
Society and the Good Life must achieve 
a balance, not only between freedom and 
order, but among many values that stand 
in complex relations of harmony and 
conflict. 
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INCOME TAX PROGRESSION, 1929-48 


R. A. MUSGRAVE AND TUN THIN* 


expansion of federal taxation 
during the last two decades has fea- 
tured increased reliance upon the 
personal income tax. From the rate low 
in 1929 to the rate peak in World War II, 
income-tax liabilities were raised on seven 
occasions. Notwithstanding subsequent 
reductions, present liabilities remain well 
above pre-war levels: While most people 
feel that income-tax progression in- 
creased, the concept of “increased” or 
“decreased” progression is ambiguous. 
In fact, the results depend entirely on 
how the degree of progression is meas- 
ured. 

The usual failure to attach precise 
meaning to the concepts of increase or 
decrease in progression may be due to 
the ease with which the existence of pro- 
gression, proportionality, or regression 
is distinguished.’ It is generally agreed 
that a rate structure is progressive where 
the average rate of tax (i.e., tax liability 
as a percentage of income) rises when 
moving up the income scale; proportion- 
al where the average rate remains con- 
stant; and regressive where the average 
rate falls with the rising income. In other 
words, the rate structure is progressive 
where the marginal rate (i.e., the incre- 
ment in tax liability as a percentage of 
the increment in income) exceeds the 


* The authors are indebted to Mr. Banta Singh 
Pandher for assistance in preparation of the charts. 


*For a discussion of progression see A. C. 
Pigou, Public Finance (London, 1928), Part II, _ 
chap. ii; Richard E. Slitor, “The Measurement of 
Progressivity and Build-in Flexibility,” Quarterly 
Journal of Economics, February, 1948, p. 309; 
and Shun-Hsin Chou, The Capital Levy (New York, 
1945), chap. iii. Also see n. 20 below. 
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average rate, proportional where it equals 
the average rate, and regressive where it 
lies below the average rate.? As may be 
seen from Chart I, the conditions of pro- 
gression were met for the entire range of 
taxable incomes throughout our period. 

Difficulties only arise because these 
basic definitions are compatible with nu- 
merous alternative measures of the de- 
gree of progression and regression, and 
here there is no general agreement on 
which measure to use. Yet various meas- 
ures if applied to any one rate structure 
will show different degrees of change in 
progression when moving up the income 
scale; in certain cases, the movements 
may even be in opposite directions. 
Moreover, the degree of progression at 
specific points in the income scale may 
rise or fall when moving from one rate 
structure to another, depending upon the 
measure employed. Statements about 
changes in the pattern of progression are 
useful only if accompanied by a defini- 
tion of the particular measure used. 

if tax liability 7 is expressed as a function of 
income Y as T = f(Y), the average rate of tax 


is equal to {f(¥)}/Y, and increases, remains con- 
stant, or decreases as 


d (f(Y)). > 
ayy liso. 
5A be Rur( - 1) 
ag» f(Y) 
; =}(M- A), 
where M = f'(¥), and A = {f(¥)}/Y. Therefore, 


{f(Y)}/¥ increases, remains constant, or de- 
creases as (M — A) 2 °. 
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In the following pages various meas- 
ures will be distinguished and applied to 
changes in rates during the thirties and 
fourties. Subsequently, policy implica- 
tions of the various measures will be con- 
sidered. 


AVERAGE RATE PROGRESSION 


Since a tax structure is defined to be 
progressive when the average rate in- 
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may also be written as 


1 
y, -o— Ag), 


where A, is the average rate of tax for 
income Y,, and M,_, is the rate of tax 
applicable to the marginal income Y, — 
Y,.4 Average rate progression is equal to 
zero when the tax is proportional, posi- 
tive when the tax is progressive, and neg- 


CHART I 
AVERAGE RATEs APPLICABLE IN VARIOUS INCOME YEARS 
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creases with rising income, the degree 
of progression may be measured by the 
rate of change in the average rate of tax 


3 Fe 
Yi, Ye 


Ya Fe * 


where 7, is the tax liability for income 
Y,, and 7, is the tax liability for income 
Y, with Y, > Y,. This measure of pro- 
gression, mentioned by Pigou, is here re- 
ferred to as average rate progression;? it 


+ Pigou, op. cit., p. 65. 





ative when the tax is regressive. 

Average rate progression, which meas- 
ures the rate of change of the average 
rate of tax, may also be written as 


alt. 


where infinitesimal changes in Y are con- 
sidered, and T is expressed as a continu- 
ous function of Y, Thus, average rate 
progression measures the slope of a curve 
obtained by plotting on an arithmetic 


4 See n. 2. 
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scale the average rate of tax against the 
taxpayer’s net income (before exemp- 
tions), This relationship is shown in 
Chart II. Several observations may be 
drawn from it. 

Since the slope of the average rate 
curve is not the same throughout the in- 
come range, it is evident that the degree 
of progression differs at various income 
points or over various income ranges. 
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sion to decline is readily explained{ The 
rate structure of a progressive income 
tax is subject to the condition that the 
marginal rate rises throughout the in- 
come range until a peak rate is reached 
which for ordinary-type income taxes 
cannot exceed 100 per cent and may fall 
far short of this level. It follows that the 
differential between the marginal and the 
average rate tends to fall when moving 


CHART II 


AVERAGE RATES APPLICABLE IN VARIOUS INCOME YEARS 
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Therefore, we cannot express the degree 
of progression for different points or 
ranges by the use of a constant coefficient, 
such as could be applied if the slope were 
the same throughout the income range.‘ 

Chart II also shows that the slope of 
the average rate curve declines more or 
less continuously{ That is, average rate 
progression at successive points in the 
income scale tends to fall when moving 
up the scale) This tendency for progres- 


$ Provided that a curve may be fitted to the rate 
structure, one may develop a more complex ex- 
pression from which progression can be measured 
at various points in the income scale by substituting 
the corresponding values of income. 


up the income scale; and hence average 
rate progression, obtained by dividing 
this more or less decreasing difference by 
increasing income, tends to decrease as 
income increases, 

Consider now changes in the degree of 
progression at any one point in the in- 
come scale, which result when moving 
from one rate structure to another. From 
our definition of average rate progres- 
sion, it follows that the degree of pro-y) 
gression is unchanged for all points in the 
income scale if the average rate is raised 
or lowered throughout by the same num- 
ber of percentage points, that is, if there 
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is a parallel shift in the average rate 
curve.® In the case of increased yield re- 
quirements, for instance, a taxpayer who 
previously paid 20 per cent may now pay 
23 per cent, and a taxpayer who previ- 
ously paid 70 per cent may now pay 73 
per cent, assuming the three-point in- 
crease to meet the requirement for in- 
creased yield. Similarly, average rate 
progression is increased if the increment 
in percentage points rises when moving 
up the income scale;’ or decreased, if the 


‘If the average rate function prior to change is 
{f(Y)}/Y, the new function equals 


LP +k. 


The new degree of progression is equal to 
d (f(¥) _ @ §f(¥) 
aviloy taal yt: 


which is the old degree of progression. The text 
discussion disregards certain difficulties encountered 
at the bottom of the income scale if it is assumed 
that there is an equal change in the number of 
percentage points throughout. In the case of rate 
reduction, this assumption implies an increase in 
exemptions, and (short of making the very un- 
realistic assumption of negative rates) this means 
reduced progression for incomes now released 
from tax. Similarly, for rate increases we have a 
reduction in exemption which will result in in- 
creased progression for the newly included incomes. 
This difficulty does not arise in connection with 
liability progression and residual income progression. 
Slitor (op. cit., p. 310, n. 4) overlooks the fact that 
exemptions must rise if the average rate is reduced 
by an equal number of points throughout. There- 
fore, progression will remain constant (except 
for the incomes now released) and will not decline 
as suggested by Slitor. 

7 The new average rate function in this case, for 
instance, may become 


fe +kY, 


where & > o. The new degree of Sa 
_ 


jy ert fl tae, 


and is, therefore, greater than the old degree of pro- 
gression. 
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increment in percentage points falls. In 
the case of yield decline, the situation is 
reversed: Progression is increased if the 
decrement in percentage points falls with 
rising incomes, and it is decreased if the 
decrement rises.* 

Changes in average rate progression, 
accordingly, may be analyzed in terms 
of incremental average rates, obtained 
by deducting the rates applicable in 
earlier years from those applicable later 
on. Incremental rates imposed by suc- 
cessive Revenue Acts are shown in Chart 
III. The incremental rates obtained by 
deducting the rates applicable in 1930- 
31 from those applicable in 1934-35 rose 
with rising income. Hence the increase 
in rates tended to result in increased 
point progression throughout the income 
scale. Rates applicable in 1936-39 ex- 
ceeded those for 1934-35 in the high in- 
come range only, but again incremental 
rates were increasing. The increase in 
rates applicable in 1940 over those ap- 
plicable in 1936-39 for the first time in- 
volved an incremental rate which was 
declining over part of the income scale. 
The incremental rate rose for incomes up 
to about $85,000 but declined beyond 
this point. That is, average rate progres- 
sion was increased for the larger part of 
the income range but was reduced for in- 
comes above the $85,000 level. The pic- 
ture was similar for the increase in rates 
applicable in 1941 over those applicable 
in 1940, although in this case the point 
beyond which incremental rates declined 
was moved down to about $40,000. The 
major wartime increase in rates applica- 
ble in 1942-43 again raised progression 
sharply for all but the very top incomes, 
while the new rates applicable in 1944-45 
brought little further change except for 
increased progression at the bottom of 
the scale. The lowering of rates applica- 


* The latter is the case when, inn. 7 & < o. 
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ble in 1946-47 involved decremental 
rates which rose when moving up the 
scale and thus reduced progression 
throughout. The reduction applicable in 
1948 again reduced progression for in- 
| comes up to $100,000 but increased pro- 
gression beyond this point. 
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creases in these rates and relatively great- 
er reliance comes to be placed upon the 
next lower income ranges. The larger the 


ratio of required yield to taxable income, 


the greater will tend to be the share con- 
tributed by the lower incomes, a process 
which is accentuated by the fact that the 


CHART II 


INCREMENTAL AVERAGE RATES OF TAX 
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Considering successive rate changes 
during the thirties, we thus find that 
average rate progression was increased 
at all points in the income scale, but, be- 
ginning with 1940, we have noted a tend- 
ency for incremental rates to decline 
above a certain point in the scale. This 
tendency reflects hesitancy to permit 
marginal (and eventually average) rates 
to reach levels which are considered ex- 
cessive for various points in the scale. 
After rates applicable in the higher in- 
come ranges have reached substantial 
levels, less leeway remains for further in- 





size of the tax base widens out toward 
the bottom. The relatively high level of 
top-bracket surtax rates which had al- 
ready been reached by the end of the 
thirties, combined with the additional 
yield requirements for war financing, set 
the stage for further rate increases which 
involved falling incremental rates and 
hence declining progression for at least 
part of the income range. 

Numerical values for average rate pro- 
gression are shown in Table 1. The co- 
efficients of progression have becn com- 
puted for certain income ranges rather 
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than points of income. This is preferable 
for technical reasons and also more sig- 
nificant in assessing rate developments.’ 
The coefficients of progression on the 
whole tend to fall when moving up the in- 
come scale."® Considering the change 
from the 1929 to the 1936-39 schedules, 
we find that progression increased for all 
the ranges shown, and the same applies 


TABLE 1 


COEFFICIENTS OF AVERAGE RATE PROGRES- 
SION FOR SELECTED INCOME RANGES 














Revenue Acts APPLICABLE IN— 
Net INCOME BEFORE 
EXEMPTIONS 
aah osama 1929 seat 1944-45 | 10948 
39 
Shae .005 | .350 | 4.075 | 3.900 
a deaeene .060 | .500 | 1.750 | 1.350 
ee .035 | .500 | 1.400 950° 
rrr Fe Ue .650 
Ss Aun deere -190 | .380 | 1.110 . 540 
BP ddideacken -190 | .355 .720 . 460 
| ey -165 | .280 -43° .350 
ee -118 | . 2098 . 268 . 220 
360-200. .........) -099 | .253 -117 -125 
S007GOO.......2.00) -O8E | O58 .034 -054 
Q0O-GOD. ......... .004 | .030 -OII .O12 
Goat 600. ....... -002 | .O12 .003 .O13 

















to all but the five top ranges in the 1936- 
39 to 1944-45 adjustment. In the post- 


* From the formula 1/Y (M — A) it is seen that 
progression depends upon the marginal as well as 
the average rate. Since the marginal rate rises by 
bracket steps, the movement of point progression, 
while generally downward, is in a zigzag line. This 
introduces an arbitrary element into comparison 
between progressions at different income points. 
For comparison between different Revenue Acts 
the results in terms of point progression suffer from 
the fact that the marginal rate corresponding to 
an average rate at any given point in the scale 
depends upon the entire preceding rate structure. 
Hence the relationship between (M— A) at 
one single point in the scale cannot be compared 
for successive Revenue Acts. 


'© Because the results are affected by the ranges 
chosen, this does not hold throughout, especially 
at the beginning of the scale. If point progression is 
used, the coefficient will fall throughout, though, as 
noted, the decline will be in a zigzag fashion. 





war rate reduction, finally, progression is 
reduced for all but the four top ranges. 


MARGINAL RATE PROGRESSION 


Our first measure of progression re- 
ferred to the rate of change in the aver- 
age rate of tax. As an alternative, we 
might consider the rate of change in the 
marginal rate of tax, a second measure of 
progression suggested by Pigou. This co- 
efficient of progression, here referred to 
as marginal rate progression, is defined 
as 








T-T _ T1-To 
¥2—¥i Vi-Vo 
¥2— Vi 


where F, is slightly in excess of Y,, and 
Y, is slightly in excess of Y,. The coeffi- 
cient may be re-written as 


M2-: — Mi-o 
ye ¥3 


A proportional tax structure is again in- 
dicated by a coefficient of zero, a pro- 
gressive structure by a positive coeffi- 
cient, and a regressive structure by a 
negative coefficient." Assuming the mar- 


% The basic definition of progression as an in- 
creasing average rate is compatible with the defini- 
tion of progression as an increasing marginal rate only 
under the condition that the marginal rate is con- 
tinuously rising (at a decreasing rate) when moving 
up the income scale. Since the marginal rate does not-7 
rise continuously but steps up by income brackets, 
we have certain income ranges for which the rate 
structure is proportional according to the marginal 
rate progression, while it is progressive according a 
to the average rate progression. The fact that this 
holds even for the first bracket is due to the exist- 
ence of exemptions. If we disregard the brackets 
and think of “marginal rate trend,” this difficulty 
disappears. 

Shun-Hsin Chou (0p. cit., p. 22) attempts to 
prove mathematically that average rate progression 
and marginal rate progression are necessarily com- 
patible without posing the condition of a continu- 
ously rising marginal rate. This is not the case, 
because the marginal rate curve may obviously 
decline while average rate rises. Shun-Hsin Chou’s 
conclusion rests on the erroneous assumption that, 
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ginal rate curve to be a smooth line and 
‘considering infinitesimal changes in in- 
come, marginal rate progression may be 


expressed as 
a? 
am}, 
which measures the slope of the marginal 


rate curves similar to those shown in 
Chart IV but smoothed out. 


CHART IV 


MARGINAL RATES APPLICABLE IN VARIOUS 
INCOME YEARS 
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From previously noted properties of 
rate structure it follows that marginal 
as well as average rate progression will 
tend to decline when moving up the in- 
come scale. From Chart IV we find that 
the slopes of the marginal rate schedules 
(assuming a trend to be drawn through 
the bracket steps) tend to flatten out 
with rising incomes. Next we return to a 
comparison between the patterns of pro- 
gression under different rate schedules. 
We again have the principle that progres- 
sion remains unchanged if the schedule is 
shifted parallel, that is, in this case, if the 





if a variable is greater than another variable, 
the derivatives of the respective variables must 
necessarily stand in the same relationship. 





marginal rate of tax is raised or lowered 
by an equal number of percentage points 
all along the line. Examples of incremen- 
tal marginal rates from which changes in 
marginal rate progression may be deter- 
mined are given in Chart V. Again we 
note a tendency for incremental marginal 
rates to decrease beyond a certain point 
in the income scale. The explanation is 
similar to that offered in the preceding 
discussion of incremental average rates. 


LIABILITY PROGRESSION 


We now consider a measure of pro- 
gression, here referred to as liability pro- 
gression, which is based on changes in the 
amount of tax liability. It is defined as 
the ratio of the percentage change in tax lia- 
bility to the concurrent percentage change 
in income. Analogous to price elasticity, 
liability progression may be written as 

T Yi-—Yo’ 


which is equal to M,./A,.” The coefti- 
cient will equal 1 where the tax is pro- 
portional, exceed 1 where the tax is pro- 
gressive, and fall short of 1 where the tax 
is regressive. The new coefficient is 
wholly compatible with our initial defini- 
tion of progression and regression in 
terms of rising and falling average rate. 

Considering small changes in income, 
liability progression may also be ex- 











pressed as 
qj(Y) Y 
aq(Y) f(Y) 
or 
d log f(Y) 
d log Y 
Liability progression equals 
aj(¥) 
C167) .0. Oe _M 
sy Fe) “wae a 
Y 


[Footnote 13 on p. 505] 





or 














The latter is the slope of the curve ob- 
tained by plotting tax liability against 
income on a double logarithmic scale. 
Such liability curves are shown in Chart 
VI. As was the case with average and 
marginal rate progression, the degree of 
progression again tends to decline when 
moving up the income scale. That is to 
say, the slopes of the liability curves flat- 
ten out, and it follows from the formula 
why this should be the case.*4 
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Turning to changes in the pattern of 
progression between different Revenue 
Acts, we now have the rule that liability 
progression will remain the same at all 
points in the income scale if there is an 
equal proportionate change in average 
rates all along the line. In other words, 
the liability curves plotted on a double 
logarithmic scale must be shifted in a 
parallel fashion. For instance, a taxpayer 
who formerly paid 20 per cent now pays 


















































CHART V 
INCREMENTAL MARGINAL RATES OF TAX 
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"3 It can be proved that if 





d (f(¥))> 
a7 }-y-t=°. 
then 
. = 
| £Y) apy 1, 


ih 


1 . ms > 
=yi (Ys (Yh) {(YIs 0, 


that is, 
278 ae 4 
— se 
or 
¥f(¥) >, 
2 a Se 


22 per cent, and a taxpayer who formerly 
paid 70 per cent now pays 77 per cent, 
assuming the required increase in yield to 
be met by this ro per cent rise in rates. 
For an increase in yield, the rate struc- 
ture becomes more (less) progressive if 
the proportionate increase in average 
rate rises (falls) with rising incomes, and 

4M/A will fall as long as (4M)/(4A) < 
M/A, where AM and AA are increments to M 
and A, when moving up the income scale. This is 
clearly the case for the entire income scale asa whole, 
because M > A at the beginning and M =A at 
the end. However, it is possible that (AM)/(4A) > 
M/A for some point of the income range, especially 


if the marginal rate curve is not a smooth curve but 
rises in abrupt brackets. 
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the reverse relationship holds for a de- 
cline in rates. 

We have seen previously that the up- 
ward changes in rate structure enacted 
during the thirties and the war years 
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increases in average rates which were less 
for large than for small incomes, and lia- 
bility progression, consequently, tended 
to decline over the same period. These 
contrary results are not surprising if one 


CHART VI 
RELATION OF Tax LIABILITY TO INCOME 


TAX L4/AGMITY 
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were such, in most instances, as to raise 
the average rate by a greater number of 
percentage points for large than for small 
incomes. Hence, we found that average 
rate progression at given points in the in- 
come scale tended to rise with successive 
Revenue Acts during the thirties and war 
years. These same rate adjustmerts, 
however, tended to result in fractional 





considers that slight advances in the 
number of percentage points at the bot- 
tom of the income scale, where initial 
rates are low, involve rather substantial 
fractional increases; at the same time, 
even substantial additions to the number 
of percentage points at the top of the 
scale, where initial rates are high, will in- 
volve relatively small fractional in- 
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creases. The same principle repeats it- 
self with regard to postwar rate reduc- 
tions. These reductions tended to in- 
crease liability progression, since per- 
centage cuts in average rates were less 
for the high than for the low incomes. As 
noted before, they also resulted in re- 
duced average rate progression, since 
top-bracket rates were reduced by a 
larger number of percentage points than 
bottom-bracket rates. 


TABLE 2 


COEFFICIENTS OF LIABILITY PROGRESSION 
FOR SELECTED INCOME RANGES 














Revenve Acts APPLICABLE IN— 

Net INCOME BE- 

rorRE EXEMPTIONS 
(ar $1,000) 1929 | 1936-39/1044-45| 1048 
$ 2-4.........] 3.000 | 3.000 | 2.092 | 2.522 
4-6.........] 4.518 | 2.813 | 1.485 | 1.579 
| eee 2.467 | 2.219 | 1.463 | 1.407 
DP oceans 4.285 | 2.465 | 1.5590 | 1.374 
SOR ica swan 2.475 | 1.808 | 1.451 | 1.381 
20-40........| 2.029 | 1.748 | 1.427 | 1.452 
Pi: gence 1.952 | 1.772 | 1.373 | 1.506 
60-208. ...... 1.598 | 1.807 | 1.309 | 1.391 
100-200 1.345 | 1.485 | 1.200 | 1.305 
200-400... 1.147 | 1.255 | 1.109 | 1.218 
400-600. .... 1.083 | 1.199 | 1.054 | 1.065 
600-1 ,000 1.050 | 1.139 | 1.037 | 1.146 

















Numerical values for liability progres- 
sion are shown in Table 2."’ For reasons 
previously noted, the numerical values 
again are given for selected income ranges 
rather than for points of income. The 
table shows that liability progression 
tends to fall off when moving from lower 
to higher income ranges. It also reveals 
that the coefficient of progression for 
given income ranges tends to decline 
when comparing successive Revenue Acts 
during the thirties and the war years and 
to rise when considering the postwar rate 
reduction. 


'S Using a measure of arc elasticity, the formula 
for liability progression becomes 


T,—To ; Y,+ Vo 
y3= Yo TitTo™ 
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RESIDUAL INCOME PROGRESSION 


In the preceding section the degree 
of progression was measured as the ratio 
of the percentage change in tax liability 
to the percentage change in income. In- 
stead, the degree of progression may be 
measured as the ratio of the percentage 
change in income after tax to the percentage 
change in income before tax. This new 
measure of progression, here referred to 
as residual income progression, is de- 
fined as 


(¥i—T:)—(Yo-To) Yo 
Yo-To Y,— Yo’ 





which may also be written as (1 — M,_,)/ 
(x — A,).* A proportional rate of tax 
will again give a coefficient of 1; but, as is 
easily seen from the formula, progression 
in this case is indicated by a coefficient of 
less than 1, while regression is expressed 
by a coefficient of over 1. Again, this 
measure of progression is fully compati- 


*6 Residual income progression equals 


Y d 
Y-sy) av'?-J0P) 
v : 
“eae re 
1-s'(¥) 
Y 
_1-M 
“f=2 


Another possible measure of degree of progression 
is the rate of change in residual rate, which equals 


d S(Y) 
a7 i!- Y 


-ar lt: 


which is numerically equal but opposite in sign 
to average rate progression. 
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ble with our initial definitions of progres- 
sion and regression.*’ 

For small changes in income, residual 
income progression may also be written 
as 

d{Y-/f(¥Y)} Y 
dV “Y-7f(Y) 





or 
dlog{ Y—f(Y)} 
d log Y : 





The latter is the slope of the curve ob- 
tained by plotting income after tax 
against income on a double logarithmic 
scale. Such residual income curves are 
shown in Chart VII. 

Moving up the income scale under any 
one rate structure, the results in the case 
of residual income progression are oppo- 
site to those obtained with the three pre- 
ceding measures. Whereas these all regis- 
tered declining progression with rising 
income, residual income progression in- 
creases when moving up the income scale. 
Increased progression is now reflected by 
a falling slope of the residual income 


17 It can be shown that if 
d «f(¥))> 
avi-y-}=° 
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curve in Chart VII. The tendency for 
residual income progression to rise ex- 
tends up to a very high point in the in- 
come scale; beyond this point, when the 
marginal rate approaches constancy, 
residual income progression begins to 
fall." 

Again we turn to changes in progres- 
sion at given points in the income scale 
which result when moving from one rate 
schedule to another. For residual income 
progression to remain constant at all 
points in the income scale there must be 
an equal proportionate change in resid- 
ual income all along the line. The residual 
income curves plotted on a double loga- 
rithmic scale (Chart VII) must again be 
shifted parallel. An increase in yield will 
require a downward shift in the residual 
income curve and vice versa. Inspection 
of Chart VII shows that the downward 
shift in the residual income curve tended 
to be greater throughout for larger than 
for smaller incomes. That is, residual in- 
come progression tended to rise through- 
out the thirties and the war years. The 
picture is thus similar to that provided 
by average and marginal rate progression 
except that in this case the continuous 


%;—M/1—A will fall if (AM)/(AA) > 
(1 — M)/(1 — A), where AM and AA are as de- 
fined in note 14. Now for a progressive tax 1 — M/ 
1 — A isalways less than 1, because M/A is always 
greater than 1. However, at the beginning of the 
income scale (AM)/(A4A) is likely to be greater than 
1 (the marginal rate being stepped up quickly), 
whereas later on it falls below 1 (the marginal rate 
leading the average rate in approaching the maxi- 
mum). Thus (1 — M)/(1 — A) falls first and then 
rises. If we consider the entire income scale, the net 
result will be a rise in (1 — M)/(1 — A), since A 
is zero at the beginning but approaches M at the 
end of the scale. The marginal rate flattens out at an 
earlier point so that (AM)/(AA) rapidly approaches 
zero. Note, however, that the point at which (AM)/ 
(4A) falls below 1 is mot the point at which 
(1 — M)/(1 — A) starts to increase, the actual 
turning-point being at a somewhat lower income, 
where (AM)/(AA) begins to fall below (1 — M)/ 
(1 — A). 
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increase in progression extends into very 
high income ranges. The changes in resid- 
ual income progression brought about by 
the postwar rate reductions are also sim- 
ilar to those in average rate progression. 
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the coefficients tend to rise (i.e., progres- 
sion tends to fall) when moving from 
lower to higher income ranges under any 
one rate structure. Comparing successive 
Revenue Acts during the thirties and the 


CHART VII 


RELATION OF RESIDUAL INCOME TO INCOME 
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NET INCOME IN DOLLARS 


The percentage increase in residual in- 
comes as well as the decrease in the num- 
ber of average rate points was greater, on 
the whole, for larger than for smaller in- 
comes, and both types of progression de- 
clined accordingly. 

Numerical values for residual income 
progression are shown in Table 3." With 
the exception of the very top of the scale, 





war years, the coefficients tend to fall 
(progression to increase) for all ranges 
shown. In the postwar rate reduction the 


*9 Using a measure of arc elasticity, the formula 
for residual income progression becomes 
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coefficients increase (progression de- cal line. Effective progression is then ex- 
clines) except for the very top of our pressed as E,/E,, where E, is the coeffi- 
ranges. cient of equality of the distribution of in- 
come after tax and &, is the coefficient 
: applicable before tax.) Effective progres- 
All the above measures of progression sion will be equal to 1 where the tax 
belong to the same family. They are ctructure is proportional, exceed 1 in the 
merely different mathematical expres- ace of progression, and fall short of 1 in 
sions of the relationship between income the case of regression. The measure is 
and tax. We now turn to a quite different aoain compatible with our initial defini- 

approach where the degree of progression tion of progression and regression. 
. depends not only upon the rate structure The degree of effective progression of 
but also upon the distribution of income. 4 given rate structure depends upon the 
TABLE 3 distribution of income to which it is ap- 


COEFFICIENTS OF RESIDUAL INCOME Procres- Plied. If the distribution of income be- 


SION FOR SELECTED INCOME RANGES fore tax is perfectly equal, both a propor- 
tional and a highly progressive rate struc- 


EFFECTIVE PROGRESSION 














ee ture will have coefficients of effective 

Net Income BE- ° al If the i di 
sean Exmesnen progression equal to 1, if the income dis- 
(ms $1,000) 1929 |1036-39| 1044-45} 1948 + tribution before tax is assumed to be un- 
; “ ~ equal, the coefficient of progression for 

se sknwewt -999 -999 .842 . 845 e e ° 
 SESRES -999 | -976| .897| .927 the progressive rate structure will rise 
ee teeeees 998 -999 = -924 above 1. The less equal is the distribu- 

et -99 -999 .831 -935 ° . 

10-20........ .973 | -945| -79r | .orr tion of income before tax, the more po- 
20-40......-. -946 | .896/ .649 | .833 tent will be a progressive tax structure in 

ee .920 .831 -545 - 736 alisi ° \M ffecti 
—_ .go0 | .690| .427| .708 equalizing income} Moreover, effective 
1O0-200....... -929 | .046/ .343 | -636 progression depends upon the general 
ets 963 | -694 | -371 | -583 level of rates as well as upon the steep- 
400-600. ...... -978 | .689 |] .575 | .846 po P 
600-1 ,000..... -986 | .729 | .640/ .567 ness of the rate structure as such. If we 

















move from a lower to a higher yield 
The new measure of progression, here jStructure, both of which have the same 
referred to as effective progression, meas- | 4Verage rate progression at all points in 
ures the extent to which a given tax the income scale, the degree of effective 
structure results in a shift in thé distribu-| Progression will increase, Also, the shift 
tion of income toward equality.” As sug-| t©@ higher rate structure may involve in- 
gested by Gini, the coefficient of equality creased effective progression even though 
may be expressed with reference to a there is some decline in average rate pro- 
Lorenz distribution as the ratio of (1) the 8tession. Conversely, effective progres- 
area limited by the x-axis, the income ion will fall off when moving toward a 
distribution line and a vertical line at the lower yield level while maintaining aver- 
point indicating 100 per cent of income 8¢ rate progression, and it may decline 
recipients, to (2) the area limited by the €V&2 though average rate progression 
x-axis, the diagonal and the same verti- Tises somewhat. The matter is different, 
. a isis ah however, for residual income progression. 

7° For a somew Similar definition rogres- . . ° . 
sion see Hugh Dalton, Principles of Public tal If residual income progression remains 
(oth ed.; [London, 1936]), p. 153. unchanged, effective progression remains 
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constant as well; and, if residual income 
progression changes, effective progression 
will necessarily move in the same direc- 
tion though the rate of change may differ. 

Effective progression also differs from 
our preceding measures of structural pro- 
gression in that it is useful primarily for 
measuring the degree of progression of 
the rate structure as a whole, whereas 
structural progression is applicable to 


CHART VIII 


DISTRIBUTION OF INCOME BEFORE AND 
AFTER 1948 TAX 
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so 60 eo 100 
INCOME RECIPIENTS CUMULATIVE 
specific points of income or income ranges 
only, Effective progression may also be 
applied to smaller income ranges; but, 
since it refers to changes in income dis- 
tribution, it is not applicable to a mere 
income point. 

No attempts are made in this connec- 
tion to furnish quantitative measures of 
effective progres&ion. In order to calcu- 
late such coefficients, the various Reve- 
nue Acts must be applied to the same 
basic income distribution. This proce- 
dure is subject to considerable error and 
may yield misleading results, since the 
coefficient of equality is rather insensi- 
tive to changes in distribution. This may 
be seen readily from experimentation 
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with Lorenz distributions and can be il- 
lustrated with reference to the present 
situation. Using a recent set of estimates 
of income distribution, it appears that 
the coefficient of equality for the distribu- 
tion of income before tax is .853. The co- 
efficient of equality after tax is .872; and 
the coefficient of progression, according- 
ly, is 1.022.% The coefficient of progres- 
sion which, with the given distribution 
of income before tax, would make for 
a completely equal distribution of in- 
come after tax is 1.17. The two distribu- 
tions before and after the 1948 tax are 
shown in Chart VIII. Distributions ob- 
tained by applying the 1929 and 1936-39 
rate structures would fall between the 
two distribution lines there shown, 
whereas the line for income after 1945 
tax rates would probably fall slightly to 
the left of the 1948 line. 


POLICY IMPLICATIONS 


So far we have been concerned with 
the mathematical properties of various 
measures of progression. It remains to 
consider their significance for policy pur- 
poses. 

Some definite observations may be 
made regarding the merits of our various 
measures from the point of view of spe- 
cial interest groups, Let us assume that 
there is to be a change in the level of 
yield, and, to simplify matters, let the 
taxpayers be divided into two groups 
representing the “rich” and the “poor,” 
respectively. Each group will want the 
change in yield to involve a shift in the 
burden distribution which is in its own 
interest. Yet, as a matter of political 
strategy, each group will wish to place 
its proposal in as moderate a light as 
possible, That is, each group will wish to 


* Report of the Senate Committee on Finance on the 
Revenue Act of 1948 (80th Cong.; 2d sess. [Senate 
Report No. 1013, Calendar ros5]J), p. 30. 
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minimize the apparent deviation of its 
proposal from the prevailing degree of 
progression. “ . 

This in turn determines each group’s 
preference between the various measures 
of structural progression. If the change is 
one of yield increase, it follows from our 
preceding discussion that the interest of 
the high-income group will be served 
best by adopting the concept of average 
rate progression. Its further order of 
preference will be for marginal rate pro- 
gression and liability progression, with 
residual income progression giving the 
least favorable sult The preference of 
the low-income group, of course, will be 
in the reverse order. It follows also that 
what is the rich man’s order of prefer- 
ence for rate increase is the poor man’s 
order of preference for rate reduction, 
and vice versa. 

The political implications of various 
definitions of progression are brought out 
quite neatly in the recent (1947) debate 
on income-tax reduction. Treasury rep- 
resentatives and their supporters object- 
ed to an across-the-board percentage cut 
in tax rates because this would decrease 
the progressivity of the income tax. They 
insisted that, in order to hold progression 
constant, rates would have to be cut by 
an equal number of percentage points.” 
Representatives of the congressional ma- 
jority and their proponents insisted that 
to maintain progression it was necessary 
to reduce rates by an equal fraction of 
percentage points.” Each party then pre- 
ferred the reduction pattern compatible 
with its definition of progression. 

If we are to say which interpretation 
of progression is the “correct” one, a 
broader context is needed. Public policy, 


= Individual Income Tax Reduction: Hearings 
before the Committee on Finance, U.S. Senate on 
H.R. 1, April 22 to May 2, 1947, pp. 18, 99-103, 523. 





evidently, cannot rest on preferences be- 
tween mathematical formulas. One frame 
of reference is supplied by the traditional 
equity theory which lays down certain 
rules for the distribution of the tax bur- 
den. To implement the rules, two steps 
are involved. Firs it is necessary to 
choose between various formulations of 
the equity condition, such as equal, 
equal proportional, or equal marginal 
sacrifice. Second, it is necessary to find 
the shape of each taxpayer’s income 
utility curve and to assume that the 
utility curves of various individuals are 
comparable.)Given these conditions, it is 
then possible to determine the rate struc- 
ture which, for any given distribution of 
income and level of yield, will result in a 
“proper” burden allocation, If there is 
to be a change in yield, it is similarly pos- 
sible to derive, the “proper” changes in 
rate structure. / 

The above dispute thus reduces itself 
to the question whether the “proper” 
burden distribution is maintained if rates 
are cut so as to hold average rate pro- 
gression constant or so as to hold liability 
progression constant. When it is assumed 
that the burden distribution prior to the 
rate cut is not the “proper” one, it is 
obviously impossible to give a general 
answer. Similarly, there is clearly no gen- 
eral answer if different taxpayers are as- 
sumed to have different income utility 
curves. However, let us suppose that the 
initial burden distribution is the “‘prop- 
er” one, “proper,” that is, in terms of 
equal or equal proportional sacrifice. 


33 [bid., pp. 99-103, 167; see also Individual In- 
come Tax Reduction: Hearings before the Committee 
on Ways and Means, House of Representatives on 
H.R. 1, March 13 and 14, 1947, p. 118; also Indi- 
vidual Income Tax Reduction Act of 1947 (Report 
No. 180, Committee on Ways and Means, House 
of Representatives [80th Cong.; 1st sess.]), p. 8; 
and Congressional Record, March 26, 1947, pp. 2723 
and 2743. 

















Suppose also that the same utility curve 
may be applied to all taxpayers. Even 
then it appears, subject to some very 
special cases, that changes in rate struc- 
ture required to change the level of yield in 
conformity with the equity conditions will 
involve changes in the pattern of progres- 
sion, whichever of our definitions of pro- 
gression is used./The Treasury position 
that average raté progression is the only 
logical measure and the congressional 
majority view that equity considerations 
require maintenance of liability progres- 
sion are both mistaken. To be sure, if the 
“correct” rate structure applicable prior 
to the rate reduction was progressive, it 
is most likely that a “‘correct’’ downward 
adjustment will also require a drop in 
average rate progression, i.e., a greater 
reduction in the number of percentage 
points for higher incomes. Yet, it does 
not follow that the cut in the number of 
percentage points for higher incomes 
should exceed that for lower incomes in 
the very pattern which would maintain 
liability progression unchanged. Depend- 
ing upon the conditions involved (such 
as the amount of change in yield, the dis- 
tribution of income, and the shape of the 
income utility curve), the number of 
points differential in the rate reduction 
for high and low incomes may well de- 
viate from this pattern. 

The assumptions involved in this type 
of argument, moreover, are hardly real- 
istic. The burden distribution prior to 
the adjustment may well not be the “‘cor- 
rect” one. And if the relative burden im- 
posed upon one part of the income range 
is too high or too low initially, there is no 
reason why an adjustment to a more 
proper burden distribution might not be 
secured in the context of a reduction as 
well as an increase in yield. Quite apart 
from this, it is most doubtful whether the 
traditional theory of equity can be ap- 
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plied in this fashion. The assumption of 
identical income utility curves is most 
precarious, and it is only on the basis 
of this assumption that a general answer 
can be obtained. Indeed, the much nar- 
rower framework of modern welfare eco- 
nomics rejects the very notion of inter- 
personal utility comparisons, and, if this 
view is adopted, the very basis of equity 
theory is lost.* 


*4 Pigou (op. cit., pp. 97 ff.) discusses certain gen- 
eral relationships between equity rules and progres- 
sion formulas. To meet the condition of equal 
marginal sacrifice, we need only know that the in- 
come utility curve is downward-sloping. In the other 
cases the slope must be known. Thus, Pigou shows 
that the condition of equal proportional sacrifice 
leads to a progressive rate structure as long as the 
income utility curve is downward-sloping, while the 
condition of equal sacrifice requires a progressive 
rate structure only if the income utility curve is 
inclined more steeply than a rectangular hyperbola. 
In both cases the required degree of progression (fol- 
lowing any one definition) will depend upon the 
slope. Also, Pigou notes that, given the equal sacri- 
fice rule, a change in yield will require the same 
fractional change in rates for all incomes only if 
the “proper” rate is proportional to begin with, i.e., 
if the income utility curve is of unit elasticity. In 
all other cases the required change in the rate 
structure will involve different fractional changes 
for different incomes. 

Changes in rate structure required to adjust for 
changes in yields, in conformance with equal pro- 
portional sacrifice and on the assumption that the 
initial rate structure was “proper,” are discussed 
by G. A. O. Preinreich, “Progressive Taxation and 
Sacrifice,” American Economic Review, March, 
1948, Pp. 103. 


2s A. P. Lerner’s solution (Economics of Control 
[New York: Macmillan Co., 1944], p. 30) rejects 
the assumption of identical or known income utility 
curves but retains the assumption of downward- 
sloping and comparable curves. By adding the 
assumption that there is an equal probability, as 
between any two taxpayers, that one or the other 
has the “higher” curve, Lerner concludes that there 
is a case on probability grounds in favor of an 
equal distribution. If this approach is accepted, a 
solution for the “proper” burden distribution is 
readily obtained where the equity criterion is stated 
in terms of equal marginal sacrifice, but the informa- 
tion assumed in the Lerner model is not sufficient 
to give a solution for the equal or equal proportional 
sacrifice formulations. 
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The concept of effective progression, 
perhaps, provides a more useful if less 
subtle approach. While the various meas- 
ures of structural progression are merely 
technical devices which have no econom- 
ic significance as such, effective progres- 
sion furnishes a direct measure of the 
equalizing effects of a tax; and this, after 
all, is the essence of any progression pol- 
icy. Effective progression as here defined, 
however, is an approximation only. One 
and the same coefficient of progression 
may reflect quite different patterns of 
change between the distributions of in- 


come before and after tax. Yet, it is cer- 
tainly significant to know whether the 
equalizing effect has occurred among, 
say, the upper two quarters of income re- 
cipients or among the upper and lower 
half. Given adequate data, it will be de- 
sirable to supplement the coefficient of 
effective progression by measures which 
permit a more detailed comparison be- 
tween the various income distributions, 
such as the percentage of income re- 
ceived by various quartiles of recipi- 
ents. 
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NATIONAL PATTERNS OF UNION BEHAVIOR 


ADOLF STURMTHAL* 


I 


s 1T possible to deduce trade-union 
behavior from a small group of basic 
assumptions? From the point of 

view of analytical economics, the union 
is a monopolistic seller of labor engaged 
in maximizing some variable such as the 
total wage bill, that of the union mem- 
bers, or some variation of these elements. 
Dunlop has made perhaps the most in- 
genious presentation of what can be 
achieved by such analytical methods.? 
However, in his introductory remarks he 
pointed out that 

modes of behavior that are broader than eco- 
nomic theory contribute materially to the un- 
derstanding of wage determination. . . . To ap- 
praise wage policy of a trade union merely from 
the framework of analytical economics may be 
to misunderstand behavior completely. A basic 
perspective of these pages, therefore, is that 
wider analytical models than economic theory 
must be constructed for successful explanation 
of even market-oriented behavior.’ 


Ross has attacked altogether the con- 
cept of a union as a monopolistic seller of 
labor. A union, according to him, is “a 
political agency representing the sellers 
of labor, led by officials who stand in an 
essentially political relationship with the 
rank and file, the employers, the other 
organizational levels of the union, the 
rest of the labor movement and the gov- 
ernment.’’* Since, however, even in this 
definition, the union is concerned— 


* The author acknowledges the assistance of the 
Columbia University Research Project in Contem- 
porary Cultures (Office of Naval Research). 


*John T. Dunlop, Wage Determination under 
Trade Unions (New York: Macmillan Co., 1944). 


3 Ibid., p. 5. 
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though no longer exclusively and in an 
indirect way—with the sale of labor, the 
most advantageous sale of labor is of in- 
terest to the union; to this extent the 
analysis of the conditions under which 
some income function (defined in various 
ways) can be maximized remains rele- 
vant. However, such analysis alone is 
not sufficient to explain the great variety 
of patterns of union behavior. Ross has 
added a number of other objectives 
which must be considered. In this article 
it is my purpose to add to this plurality 
of principles of explanation what seems 
to me an essential consideration, though 
one which is frequently neglected in the 
discussion of labor problems, namely, the 
extent to which national patterns of be- 
havior influence trade-union action. 


If union behavior could be inferred 
from one or two basic economic assump- 
tions, e.g., that the union seeks to maxi- 
mize the total wage bill, then fairly con- 
stant differences in union behavior from 
country to country would be somewhat 
difficult to explain. We might look for 
similarly constant differences in the data 
determining union policies. For instance, 
if we could demonstrate, following Dun- 
lop’s method, that the product market 
in France, Sweden, and Britain was 
consistently of a different nature from 
that in the United States, then the pure 
logic of economic rationality might be 
sufficient to explain the differences in 
union behavior on both sides of the At- 
lantic. I have no doubt that the ingenu- 


4A. M. Ross, “Wage Determination under Col- 
lective Bargaining,” American Economic Review, 
Vol. XXXVII, No. 5, pp. 793-822. 








ity thus far used in exploring varying 
combinations of product- and labor-mar- 
ket situations, if applied to our problem, 
would not remain completely futile. Even 
further complications, such as the con- 
spicuous differences of union behavior 
among the European nations, might be 
tolerably manageable. I submit, how- 
ever, that this method would prove even 
less satisfactory for the understanding of 
national differences of union behavior 
than Ross (and most labor economists‘) 
has shown it to be for an analysis of 
union policy in a given country. 


II 


One of the most obvious differences of 
union behavior in different countries re- 
lates to the methods of organization. The 
issue of industry-wide bargaining versus 
individual-plant and local bargaining has 
been widely discussed in this country, 
and reference to the Swedish and British 
experience has frequently been made.® 
But, to be fully understood, these various 
methods of collective bargaining have to 
be seen in the context of union structure. 

One extreme is found in the French 
unions. To the extent to which collective 
bargaining existed at all in France during 
the period between the two wars’ it was, 
in the main, individual-plant or, at most, 
regional bargaining. This was neither the 
desire of the union leaders nor the result 
of locally restricted markets; for, as soon 


SE.g., R. A. Lester, “Reflections on the ‘Labor 
Monopoly’ Issue,” Journal of Political Economy, 
LV, No. 6 (December, 1947), 513-36. 


6 See, e.g., Richard A. Lester and Edward A. 
Robie, Wages under National and Regional Collective 
Bargaining (Princeton, N.J.: Princeton University, 
Industrial Relations Section, 1946); and John A. 
Van Sickle, Industry-wide Collective Bargaining and 
the Public Interest (New York: American Enterprise 
Association, 1947). 


7No collective bargaining has been carried on 
since the end of the war. 
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as the victory of the Popular Front en- 
abled the union leaders effectively to 
influence legislation, they obtained 
(through the law of June 24, 1936) the 
possibility of extending collective agree- 
ments. According to this law, the agree- 
ments may be transformed by action of 
the Minister of Labor “into a veritable 
obligatory code for the whole of the in- 
dustry in a defined region.’’* If collective 
agreements were local, it was mainly be- 
cause the center of gravity of the French 
labor movement was in the local syndicat 
and, at the most, in the departmental or 
regional organization. The plant syndicat 
was an almost fully autonomous group. 
As Léon Jouhaux put it, “Contrary to 
what happens in other countries the 
Confédération Générale du Travail is not 
centralized, nor does it tend in that di- 
rection. ...It is thus one of the most 
distinguishing characteristics of trade- 
unionism in this country that the forms 
of organization are so diversified.” An 
American observer put the same thing 
somewhat differently. He said: 


In so far as the leaders are concerned they re- 
gard centralization as an absolute necessity to 
ensure stability; but it must be added that the 
rank and file are generally indifferent or pas- 
sively hostile. There is no organized sentiment 
against centralization, but because of the syndi- 
calist and anti-authoritarian tradition, and 
probably also because of sheer habit, the mem- 
bers are apt, particularly in critical periods, to 
disregard or resist the authority of their central 
organizations, and the leaders know that in 
such periods it would be fatal to attempt to 
discipline the members.’® 


8 André Philip, “France,” p. 40, in Organized La- 
bour in Four Continents, N. A. Marquand (ed.) (Lon- 
don, New York, and Toronto: Longmans, Green & 
Co., 1939). 

* Le Syndicalisme et la C.G.T. (Paris, 1920), pp. 
121-22 (author’s trans.). 

*° David Saposs, The Labor Movement in Postwar 
France (New York: Columbia University Press, 
1931), P. 155. 
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PATTERNS OF UNION BEHAVIOR 


In other words, organizational discipline 
exists primarily at the local level. To em- 
phasize the national leadership would be 
against the mores of the French worker, 
much as national agreements might be 
economically desirable. It is not econom- 
ic rationality but, rather, the national 
pattern of behavior which explains these 
aspects of union strategy. 

An essential part of this picture is the 
absence of strike funds and the low level 
of union dues in France. Apart from a 
very few unions such as the typographers 
(Fédération du Livre) most organiza- 
tions charged almost negligible fees. In 
the case of a conflict, the national organi- 
zation thus had little to offer except ad- 
vice and few means of imposing disci- 
pline, if it wished to do so. Strike bene- 
fits were rare. For other means of sup- 
port during a strike—the soupes com- 
munales (collective kitchens) and the 
“exodus of children,’”’ who were sent to 
other places during strikes—the local 
union depended upon the good will and 
the solidarity of trade-unionists in gen- 
eral and the well-known ability of the 
French to improvise. 

The absence of strike funds compelled 
the unions to look for quick victories. 
Strikes, in order to succeed, had to be 
sudden, without a long period of con- 
sultation and negotiations. The element 
of surprise was the cornerstone of French 
strike strategy; for, if the opponent was 
given due warning of an impending wage 
demand, he would be able to prepare 
himself for the conflict and prolong it. 
Without funds the union would be in no 
position to carry on a long strike. Sur- 
prise was vital, and only those on the 
spot could decide on the proper moment 
for launching an attack. 

At the other end of the scale are the 
Swedish unions. Industry-wide agree- 
ments are the rule. National union head- 
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quarters and the corresponding employ- 
ers’ association (equally national in 
scope) meet and, in some forty-odd na- 
tional industrial agreements, lay down 
the wage scales and other provisions of 
work for most industrial employees in 
the country." This system has been in- 
troduced in some industries at the re- 
quest of employers, more often at the de- 
mand of unions, beginning as early as 
1905 and becoming quite frequent by 
1909. 

Obviously, a system of this kind re- 
duces the importance of the union local. 
The tendency toward centralization is 
strengthened by a highly centralized 
benefit system. According to the statutes: 


The Local Branch which wishes to start a 
wage movement must certify its intention in 
good time to the Union Executive, before whom 
it must submit, for approval, the demands it in- 
tends to present to the employers. For the sake 
of insuring as much uniformity as possible, the 
Union Executives also have the right to amend 
the draft wage agreements, etc., proposed by 
the Local Branches. The Local Branches may 
not declare a strike or a blockade without the 
consent of the Union Executive; and, as a rule, 
they must have the consent of the union before 
they can make an agreement with the employ- 
ers. If a wage movement is started before the 
Union Executive has been given a chance to ex- 
amine the demands of the Local Branch, the 
Branch runs the risk of being refused aid in case 
of need. If a Local Branch proclaims a strike 
or a blockade, or if it resorts to any other weap- 
on without having first obtained the consent of 
the Union Executive, it forfeits its right to 
financial aid from the union treasury.” 


The contrast between the orderly, 
somewhat bureaucratic process of Swed- 
ish labor and the near-anarchical and in- 
dividualistic, almost completely unregu- 
lated procedures of the French is striking. 


™ See Lester and Robie, op. cit., p. 96. 


™ Sigfrid Hansson, The Trade Union Movement of 
Sweden (“International Trade Union Library,” No. 
6 [Amsterdam, 1927]), pp. 26-27. 
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To disregard such differences would in- 
evitably mislead the economic analyst. 


III 


These differences can be most clearly 
demonstrated by reference to a particu- 
lar problem, that of union wage policy 
under conditions of full employment. 
The basic theoretical issue has been pre- 
sented in the following terms: There is a 
level of unemployment in a trade or in- 
dustry above which money wage rates 
tend to fall. At a lower level, money 
wage rates tend to rise. In between is a 
volume of unemployment at which mon- 
ey wage rates remain approximately 
stable."s 

Unless . . . money wage rates are prevented, 
say by legal enactment, from reacting to en- 
hancements of money demand in the way we 
have been describing, in order to maintain full 
employment it is necessary that the money de- 
mand schedule for labour shall not merely be 
high, but shall be continually rising, spiralling 
upwards forever, so that it keeps ahead of the 
pursuing wage rate. This entails progressive 
monetary inflation and so, unless productive 
technique is improving at corresponding speed, 
continuously rising prices.'4 


These bare bones of abstract analysis 
must be surrounded with the flesh of 
more realistic considerations to become 
fully relevant for the understanding of 
actual problems and the guidance of pol- 
icy. The existence of administered wage 
structures permits increases in earnings 
while avoiding the “particularly con- 
tagious” increases of scheduled wage 
rates. Moreover, “the length of the con- 
tract, the growth of multiplant bargain- 
ing, and the fact of wage leadership all 
tend to make for relative constancy in 


"3 See Joan Robinson, Essays in the Theory of Em- 
ployment (London, 1937). 


4A. C. Pigou, Lapses from Full Employment 
(London, 1945), p. 30. 
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wage rates with an expansion in employ- 
ment.’’S 

One of the reasons for the spread of in- 
creases of scheduled wage rates is com- 
petition among union leaders. In the 
United States such competition is acute, 
and it refers more to basic wage rates 
than to any other element of the wage 
bargain, particularly to the rate of in- 
crease of the wage rate.*® 

Such competition is probably nowhere 
completely absent, but the student of 
European labor movements will see it in 
a quite different setting. 

At first sight, it might seem that in 
most countries of the Continent condi- 
tions are particularly favorable for inter- 
union competition : the labor movements 
are split into two, three, or even more 
competitive politico-industrial organiza- 
tions. However, apart from a number of 
special cases, the so-called “free” (i.e., 
Socialist-led) unions were so predomi- 


%sJohn T. Dunlop, “Wage-Price Relations at 
High Level Employment,” American Economic Re- 
view, XX XVII, No. 2 (May, 1947), 243-53- 


6 “Comparisons are crucially important within 
the union world, where there is always the closest 
scrutiny of wage agreements in the process of nego- 
tiation as well as those already negotiated. They 
measure whether one union has done as well as oth- 
ers. They show whether the negotiating committee 
has done a sufficiently skillful job of bargaining. 
They demonstrate to the union member whether he 
is getting his money’s worth for his dues. A favor- 
able comparison (‘the best contract in the industry’) 
becomes an argument for the re-election of officers, a 
basis for the solidification and extension of member- 
ship, and an occasion for advancement within the 
official hierarchy. An unfavorable comparison (‘the 
best we could do under the circumstances’) makes 
it likely that the rank and file will become disgrun- 
tled, rival leaders will become popular, and rival 
unions will become active. 

“Finally, comparisons are important to the labor 
arbitrator. The ‘going rate’ and the ‘prevailing pat- 
tern of adjustment’ are probably the most compel- 
ling criteria of wage determination. Anyone familiar 
with the realities of arbitration realizes to what ex- 
tent the other standard criteria are subordinated to 
this one and employed as supporting rationaliza- 
tions” (Ross, op. cit., pp. 799-800). 
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nant during the interwar period that 
interunion competition was reduced to a 
relatively unimportant factor. Thus in 
Scandinavia, Germany, and Austria the 
“free” unions had little to fear from the 
competition of other trade-unions, par- 
ticularly in working-class occupations, al- 
though, in the so-called “white-collar” 
professions, the situation was less favor- 
able for the “free” unions. Instead, an- 
other kind of competition proved of tre- 
mendous importance—the intra-union 
struggle, mainly between Socialists and 
Communists, for the control of the un- 
ions. In country after country and in one 
wage conflict after another the same situ- 
ation would occur: the leaders of the un- 
ion would formulate wage demands only 
to be met by inner union opposition of a 
different political color, asking for sub- 
stantially larger wage increases. Few 
trade-union leaders were strong enough 
to be able to disregard this kind of com- 
petition. It must be included in the list of 
factors which affect the danger of infla- 
tionary developments under conditions of 
full employment. 

This kind of competition is essentially 
of a political nature rather than the per- 
sonal rivalry so characteristic in the 
United States. Successes or failures of a 
union are credited to a political philoso- 
phy more than to the personal qualities 
of its leadership. In factory elections the 
use of lists of candidates, in combination 
with a system of proportional represen- 
tation, entails that the struggle center on 
political principles rather than on per- 
sons. The worker votes for the “Social- 
ist” list, the “Revolutionary” list, the 
“Catholic” list, and so forth, often with- 
out knowing the names of the candidates 
and usually without being allowed to mix 
names from different lists. The emphasis 
upon persons and individual ability and 
achievement which is so widespread in 
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the United States—John L. Lewis being 
one outstanding example—is incom- 
patible with the spirit of most Conti- 
nental movements. Where there is in the 
United States an oligarchy within which 
rivalry is continuous, there is in many 
European labor movements a pyramid 
with rank and order so well established 
that single elements in it can move only 
up or down with the entire structure. 
It should not be supposed that this is 
simply the same thing as an American 
“machine” under protective political 
coloration, for there is a political solidar- 
ity from union to union in most coun- 
tries of the European Continent which 
transcends the boundaries of craft or in- 
dustry. In its strike the French local 
syndicat depends, as we have seen, upon 
the support of workers in every part of 
France and belonging to any trade. It 
must, therefore, succeed in justifying its 
demands before its colleagues in other 
parts of the country and in other trades 
or industries. Instead of being competi- 
tive with the progress of other unions, 
the offensive taken by one local syndicat 
appears as an action undertaken in be- 
half of all of them and driving an open- 
ing wedge into the hostile front of em- 
ployers. Class solidarity supersedes the 
competitive spirit to a large extent. 
Wage advances of one union may thus 
pave the way for similar wage move- 
ments of other unions, not because they 
are engaged in competition with one an- 
other, but rather because a battle won 
by one group tends to be regarded, by 
employers and unions alike, as a decision 
affecting the situation of all laboring 
groups. Because of this, the individual 
union in some countries rarely under- 
takes major actions without prior con- 
sultation with other unions. In a few 
countries not only consultation but for- 
mal agreement of the national trade- 
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union center representing all unions, or 
at least of all unions of the same political 
faith, is required. In this case, class soli- 
darity may also act as a brake upon 
group wage demands that are out of line 
and distinctly inflationary. 

Admittedly, in a country like France, 
this brake operates in a hit-or-miss fash- 
ion. It is different in the Swedish trade- 
union movement. We have seen that, 
with regard to wage demands, the union 
local cannot proceed on its own before 
having obtained the concurrence of the 
union executive. This arrangement may 
tend to make intra-union competition 
difficult, if not impossible, but it need 
not exclude interunion competition. 


Moreover, in 1941 the Swedish unions 
discussed proposals according to which 
only those wage conflicts which affected 
less than 3 per cent of the membership of 
any union are under the exclusive au- 
thority of that union. All other conflicts 


come under the authority of the Lands- 
organisationen (L.O.), the national trade- 
union center (corresponding in this coun- 
try to the A.F. of L. or the C.I.0.). The 
final decision on contracts, negotiations, 
and sanctions rests with L.O., which may 
even participate directly in all negotia- 
tions “when circumstances so require.’’?? 

That this high degree of centralization 
was compatible with the mores of the 
country emerges from the fact that, even 
prior to the enactment of this proposal, 
the tendency ... has been for national union 
executives to consult the Centre before ad- 
vancing new demands or launching strikes of 
any importance. On the initiative of the Metal 
Industries’ Union, acting in consultation with 
the other main industrial unions, the practice 
has developed of inviting representatives of the 
Secretariat (the Centre Executive) to partici- 
pate both in preliminary discussions within the 
unions and in negotiations with the employers.*® 


17 J. J. Robbins, The Government of Labor Rela- 
tions in Sweden (Chapel Hill, 1942), pp. 136 ff. 
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The purpose of this arrangement was to 
“level up” the wages of economically 
weaker categories of workers; but, once 
made, such an arrangement will tend 
also to affect union strategy in other re- 
spects. The fact that in neighboring Nor- 
way a high degree of centralization of au- 
thority within the national trade-union 
center has been in existence for many 
years may also not have been without in- 
fluence upon the Swedish unions."® 
Similarly, the Finnish trade-unions 
decided at their Fifth Congress, held in 
1947, that 
the trade union movement must aim at attain- 
ing greater uniformity and centralized direction 
of the policy governing conditions. For this 
purpose a permanent agreement section should 
be established under the Executive Committee 
of S.A.K. [Suomen Ammattiyhdistysten Kesku- 
sliitte, the Finnish General Confederation of 
Labor], the task of which would be to revise, 
and together with the unions, to draw up pro- 
posals for new collective agreements or for 
changes in existing agreements. It would also be 
desirable that in all negotiations for compre- 
hensive and important collective agreements, an 
opportunity is given to the representative of 
S.A.K. of being present.?° 


These are more than mere statutory 
arrangements. They represent different 
ways of looking at trade-union problems, 
different from that of the United States 
and even of Great Britain. In the United 
States, it is true, patterns of wage in- 
creases developed during the war, and 
the C.I.0. Executive Council discusses 
general union strategy in a consultative 
fashion. This represents a higher degree 
of centralization than exists in the A.F. 
of L. This centralization has been 
ascribed to the fact that some of the 

*8 Halvard M. Lange, “Scandinavia,” in Organ- 
ized Labour in Four Continents, Marquand, op. cit., 
p. 281. 

19 Tbid., pp. 265-66. 


2° Information Bulletin, World Federation of Trade 
Unions, No. 20 (46), October 31, 1947. 
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largest C.I.O. organizations were created 
from the top down and thus were de- 
pendent on the C.I.0. It was claimed, 
however, that such a situation would last 
only until these unions were able to stand 
on their own feet.” Decentralization and 
voluntarism of the A.F. of L. type are 
apparently regarded as part of the 
American mores. It is perhaps significant 
for illustrating this state of mind that 
Woodruff Randolph, the president of 
the International Typographical Union 
(I.T.U.), rejected with horror an em- 
ployer’s proposal to have the Executive 
Council of the Chicago Federation of 
Labor decide a point at issue between the 
I.T.U. and the employer. The employer’s 
representative felt that such an “un- 


precedented” offer was a tremendous 
concession on his part. Mr. Randolph, 
however, expressed himself without any 
reservation: “Any time we let the Chi- 
cago Federation of Labor, or even the 


A.F. of L. decide even one small issue of 
the I.T.U., that will be the time I hang 
my head in shame.”” 

The consistent refusal of the British 
unions to permit the T.U.C. to have “a 
wage policy,” although the various affili- 
ated unions pay a good deal of respect to 
T.U.C. recommendations, represents an- 
other pattern of union action. 

It is clear that each of these patterns 
of behavior will create different condi- 
tions for a full-employment policy. Ex- 
perience in the United States has most 
closely corresponded to theoretical anal- 
ysis and has demonstrated the inflation- ' 
ary effects upon wage rates of high-level 
employment. But the problem is differ- 
ent under the Swedish setup in which the 
issue of preventing inflationary wage de- 
velopments is mainly an internal prob- 

* See Philip Taft, Economics and Problems of La- 
bor (Harrisburg, Pa., 1942), Pp. 509. 

™ New York Times, January 14, 1948, p. 13. 
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lem of the trade-union movement. Rela- 
tive wage changes are settled within the 
trade-union movement. Each group of 
workers brings its demands before a 
court of its peers for approval before they 
are submitted to the employers. 


IV 


American unionists who are somewhat 
familiar with European labor frequently 
point out how similar, in spite of all ideo- 
logical differences, the practical activ- 
ities of the European unions are. There 
is a good deal of truth in this statement, 
but to disregard the differences would 
mean to conceal the key to an under- 
standing of a great many peculiar traits 
of labor on both sides of the Atlantic. 

Collective bargaining seems to the 
American trade-unionist the almost self- 
evident purpose of unions. Indeed, be- 
fore an organization has reached the 
stage in which it can successfully claim 
the right to bargain collectively, the 
American trade-unionist (or the Ameri- 
can labor economist) would hesitate to 
honor it with the title of trade-union. For 
a long part of their history, however, the 
French unions, under the influence of 
Syndicalist ideas, rejected altogether the 
whole concept of a written contract fixing 
the terms of agreement on wages and 
working conditions. Such an agreement, 
they argued, would tend to weaken the 
revolutionary consciousness of the work- 
ing class, create the unjustifiable feeling 
that there could be a pause in the relent- 
less pursuit of the class struggle, and 
thereby postpone the eventual day of the 
liberation of the proletariat. The entire 
orderly and business-like process by 
which in the United States thousands of 
agreements are discussed, modified, ac- 
cepted, and interpreted every year was 
utterly abhorrent to the spirit of French 
unionism before World War I and is still 
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far from being generally accepted among 
French unions of today.”’ 

Most American trade-unionists will 
agree that the collection of substantial 
union treasuries is highly desirable for 
successful union strategy, even though 
some of the more recently established 
unions in the C.I.0. charge low fees that 
would have horrified Samuel Gompers. 
French unions, however, have repeatedly 
rejected high-fee unionism and expressed 
their conviction that, burdened by large 
assets, labor organizations would de- 
velop characteristics unfavorable for the 
effective defense of working-class inter- 
ests. Considerations of financial stability 
would take precedence over those of 
strategy. A ponderous administration 
would be established which would give 
the union a bureaucratic character, mak- 
ing it difficult for it to take advantage of 
rapidly changing circumstances. 

In a number of countries (such as 
the United States, Great Britain, and 
Scandinavia) the backbone of high- 
ly developed unions is a system of 
self-insurance in the field of unemploy- 
ment, sickness, and so forth. Samuel 
| Gompers defended its introduction into 
American unionism as a measure to bring 
about membership stability in periods of 
depression. But in a few Continental 
European countries the great majority of 
labor organizations has never adopted 
these principles. It is quite clear that un- 
ion strategy will be different in these two 

23 See Lewis L. Lorwin, The Labor Movement in 
France (New York, 1914). Traditionally the Italian 
Confederation of Labor includes as a numerically 
and otherwise significant part of the organization 
peasant associations, i.e., organizations of independ- 
ent producers, in addition to farm laborers. The 
Federazione Nazionale dei Lavoratori della Terra 
carries on activities which, in other countries, would 
not be included among normal union business. It 
helps, for instance, in the sale of agricultural prod- 
ucts (see, e.g., Humbert L. Gualtieri, The Labor 


Movement in Italy [New York: Vanni, 1946], p. 264 
and passim). 
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groups of countries and that no explana- 
tion of union behavior is satisfactory that 
does not include reference to these basic 
facts of union organization and ideology. 

In a general way wherever unions are 
motivated by ideological considerations, 
particularly wherever they are connected 
with political movements or led by lead- 
ers of political parties, union behavior is 
affected by these facts. Almost all major 
labor movements of the Continent have 
been created by men who were in the 
service of some political idea, be it Marx- 
ian socialism, syndicalism, or Catholic 
social philosophy. They have succeeded 
in impressing their spirit upon the move- 
ments so that there was hardly a sub- 
stantial union organization in Europe be- 
fore World War II that was not some- 
how connected with one of the major 
social philosophies which animated the 
political parties of Europe. The case of 
Weimar Germany was not atypical: the 
principal labor movement was formed by 
the so-called “free” unions which were 
closely allied with the Social Democratic 
party; second in importance were the 
Catholic unions of the Center party; they 
were followed in size by Pan-German un- 
ions, particularly of the white-collar peo- 
ple, allies of the Nationalist party; and, 
lastly, by the “liberal’’ Hirsch-Duncker 
associations which were on friendly terms 
with the Democratic party. For a while 
the Communists sponsored their own 
union movement as well. 

In terms of organization, the relation- 
ship between unions and political parties 
in Europe has taken on two main forms 
—direct and collective affiliations of un- 
ions with a political party (the outstand- 
ing example is the British Labour party; 
during the interwar period the Belgian 
Labor party and the Social Democatic 
party of Hungary were similarly organ- 
ized) or mere “interlocking directorates” 
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(in practically all Social Democratic 
parties of the Continent the main “free” 
union leaders are also leading function- 
aries of the party, the outstanding excep- 
tions being France during the interwar 
period and those countries in which the 
union leaders are mainly dignitaries of 
the Communist party). 

Whatever the organizational relation- 
ship between union and party is, any la- 
bor movement that is linked with a po- 
litical organization or inspired by a po- 
litical philosophy will, at least at times, 
act differently from American business 
unionism. Trade-union objectives will, 
perhaps only sometimes and to a certain 
extent, be subordinated to political con- 
siderations. French unions, led by Com- 
munists, in 1945 and 1946 deliberately 
soft-pedaled wage demands in the inter- 
est of the general Communist strategy of 
collaboration with other parties. Obvi- 
ously, the unions feared that large-scale 
wage movements would threaten the good 
feeling existing between Communists 
and other parties, some of which were 
allied with employers’ interests. Hardly 
was this political policy abandoned when 
the Communist-led unions raised wage 
demands and carried through a general 
strike which the unions under the So- 
cialist, or nonpolitical Force Ouvriére 
sharply opposed. 

Similarly, political philosophy may 
have the decisive word in union action 
when a given union objective can be 
reached in several ways. The Socialist 
unionist will be more favorable to meth- 
ods involving government action; a 
Catholic unionist will prefer methods of 
voluntary agreement or even of self-con- 
trol. Political philosophy may also ex- 
plain the difference in union attitudes 
toward private and nationalized enter- 
prises which seems to have been observed 
in a number of European countries. 
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Moreover, to understand union be- 
havior, it is not enough to be aware of the 
political ideology of the movement or of 
its political affiliations, for, during their 
growth from sects of faithful fanatics to 
large popular movements, the political 
parties of the workers of Europe have 
taken on the basic traits of their national 
cultures. The German Social Democratic 
trade-unionist will interpret the same 
situation in a different way from a Brit- 
ish trade-unionist, and they will react to 
it differently. 

One of the cardinal points at which 
ideologies—or possibly national tradi- 
tions in ideological coloring—most clear- 
ly affect union behavior refers to union 
attitudes toward the state. I am thinking, 
of course, of the differences in the point 
of view of American unions and “free” 
trade-unions of Europe about the de- 
sirability of nationalizing certain indus- 
tries. Experience alone will be able to 
produce conclusive evidence as to wheth- 
er the actual behavior of unions in na- 
tionalized industries will in the long run 
be consistently different from their be- 
havior in private enterprises. In any case, 
the fact that some form of nationaliza- 
tion is the stated final goal of “free” 
trade-unions in most Continental coun- 
tries is not without significance. 


V 


Apart from this, the role given to the 


state in labor-management relations 
within the framework of the capitalistic 
society varies considerably from country 
to country. The British unions tradition- 
ally have shown a certain reluctance to 
permit the state to enter into the deter- 
mination of working conditions to the 
same extent to which many Continental 
unions have sought its intervention. 
Thus, the part of the British government 
in the settlement of industrial disputes in 
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peacetime was more similar to that of 
the American than to the role of the Ger- 
man government. 

It is perhaps useful to discuss briefly 
the differences in the attitude of British 
and German trade-unions toward com- 
pulsory arbitration. 

During the first World War, after an 
unofficial strike of engineering workers on 
the Clyde, one of the greatest armament 
production centers of Britain, most of the 
unions accepted compulsory arbitration 
on condition that this obligation be ter- 
minated at the end of the war. The min- 
ers rejected compulsory arbitration alto- 
gether; the engineers accepted it only 
after having obtained a government 
guarantee to limit employers’ profits. 
Shortly afterward, compulsory arbitra- 
tion was legalized in the Munitions of 
War Act with binding force for engineer- 
ing and shipbuilding. The principle 
could, however, be extended to any in- 
dustry vitally necessary for the war. 
Nevertheless, the miners in South Wales 
went on strike, continued in defiance of 
the law when the government applied the 
Munitions Act to the South Wales coal 
fields, and emerged victorious. Although 
most unions observed the legal obliga- 
tion, they did so with great reluctance. 
The extent to which compulsory arbi- 
tration was resented by the unions—and, 
probably, considered a pure emergency 
measure by the community as a whole— 
is demonstrated by the hurry with which 
it was abandoned as soon as the emer- 
gency was over: on November 21, 1918— 
ten days after the Armistice—the Wages 
Act was made law, abolishing compul- 
sory arbitration. An Interim Court was 
established with the power only of fixing 


4G. D. H. Cole, A Short History of the British 
Working Class Movement—1900-1927 (New York, 
1927), Pp. 120. 
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minimum wage rates.*> When this act 
was due to expire in November, 19109, it 
was not renewed. A year later, however, 
the Industrial Courts Act established a 
voluntary court of arbitration. ‘The 
trade unions agreed to this measure after 
all traces of compulsory arbitration had 
been eliminated from the original 
draft.’ 

Quite different was the attitude to- 
ward compulsory arbitration of the Ger- 
man trade-unions under the Weimar Re- 
public. The Empire in 1916 had intro- 
duced a general conscription of male la- 
bor and set up so-called “conciliation 
bodies”’ whose decisions were in fact, 
thought not in law, compulsory.*’ For- 
mal compulsory arbitration was estab- 
lished by the revolutionary government 
in January, 1919. This government was 
dominated by the so-called Majority— 
Social Democrats with whom most 
“free” trade-union leaders were closely 
collaborating. The decree could not have 
been enacted without the consent of the 
unions. Indeed, whatever protests came 
from the workers referred to the diff- 
culties of enforcing awards rather than to 
the principle, while the employers re- 
jected the system itself. 

It could be claimed, not without justi- 
fication, that the end of the war of 1914- 
18 had created an emergency in Germany 
no less urgent than the war itself and 
that the attitude of the German unions 
in agreeing to compulsory arbitration 
was thus no different from that of the 
British. This thesis, however, is difficult 
to maintain in the light of subsequent de- 
velopments. 


8 Ibid., p. 166. 
*% Ibid., p. 173. 


27 Frieda Wunderlich, “Labor under German De- 
mocracy: Arbitration 1918-1933,” Social Research, 
1940, Suppl. II, p. 4. 
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Compulsory arbitration became part 
of permanent legislation (as distin- 
guished from emergency laws) in 1923, 
allegedly to help establish collective 
agreements. The fiction was thus intro- 
duced that a compulsory award was an 
agreement, and compulsion was possible 
when an industrial dispute affected the 
interests of a single industry, according 
to the judgment of the Minister of La- 
bor, which meant in practice whenever 
he so wished.”® 

Such a system of “authoritarian” 
wage regulation was in opposition to 
every principle which the German trade- 
unions, before the war, had claimed to 
defend; but now that compulsory arbi- 
tration had come to stay, the unions, 
quite differently from their British col- 
leagues, accepted it with only mild pro- 
tests, indeed—as Paul Umbreit, one of 
the union leaders said, “with a certain 
degree of favor,’*® Even when in 1924 
the Council of the A.D.G.B. (“free’”’ un- 
ions), aroused by the government’s de- 
flationary policy, described compulsory 
arbitration as “‘a grave danger to the 
vital interests of workers and trade un- 
ions,” the unanimously adopted resolu- 
tion added: “The Council is not opposed 
to the legal regulation of arbitration, 
even including the possibility of declar- 
ing awards binding under particular cir- 
cumstances.”’3° From 1925 on, the “free” 
unions became increasingly friendly to 
compulsory arbitration. Their attitude 
was described in such phrases as these: 
“Amendment of the Act (establishing 
compulsory arbitration) was undesir- 
able.” “Neither are the trade unions at- 
tached with holy fervor to compulsory 
awards.” “Compulsion should be excep- 


* Ibid., p. 23. 9 Ibid., p. 25. 


3° Gewerkschafts-Zeitung, March 29, 1924, p. 93; 
Wunderlich, op. cit., p. 28. 
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tional, designed to avoid a collective dis- 
pute in cases of public interest, or in 
cases in which improvement of working 
conditions must be effected against em- 
ployer resistance.” 

The extent to which this attitude re- 
flected widespread beliefs of working- 
class organization was demonstrated 
when Anton Erkelenz, leader of the lib- 
eral Hirsch-Duncker unions, came out 
against “state Bureaucracy” and “petri- 
fication of social policy”’; his own unions, 
in congress assembled, declared that 
“compulsory awards could not be re- 
nounced.” 

By October, 1929, Professor Hugo 
Sinzheimer, a Socialist and leading ex- 
pert in labor law, ridiculed opposition to 
compulsion as “collective liberalism.” 
To renounce compulsion would mean to 
renounce the basis of all collective labor 
law. 

A brief reference to Danish trade-un- 
ion attitudes toward compulsory arbitra- 
tion may help to round out the picture. 
The occasion was the intervention of 
Parliament in 1936 in a lockout of one 
hundred and thirty thousand workers. 
After a prolonged stalemate, the workers 
had accepted a mediator’s proposals 
while the employers rejected them. The 
Danish Parliament, in a special act, pro- 
hibited the continuation of the lockout 
and set up a special Court of Arbitration, 
whose award agreed in most respects 
with the mediator’s proposals. 

The executive of the Danish trade-un- 
ions thus formulated its point of view in 
the matter: 

3 The first two quotations are from articles in 
Gewerkschafts-Zeitung by Clemens Nérpel, labor-law 
expert of the “free” trade-unions; the last quotation 
is from the report of Theodor Leipart, president of 
the “free” trade-unions, to the Hamburg Congress 
in 1928 (Wunderlich, op. cit., p. 40). 

3 Wunderlich, op. cit., p. 43. 
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It is no secret, that the trade unions would 
have preferred a settlement without the inter- 
vention of any third party. . . . If, nevertheless, 
a majority of the executives agreed to support 
the act establishing compulsory arbitration, 
they had in view the difficult economic situation 
of the country as a whole and existing trade 
agreements with foreign countries. The execu- 
tive was, however, unanimously of the opinion, 
that by so acting they did not establish any 
precedent for the settlement of future conflicts 
by means of compulsory arbitration, and this 
opinion was further stressed by the General 
Council of the Centre at its May 1936 session.33 


No elaboration is needed to demon- 
strate the differences in the attitudes of 
British, German, and Danish unions to- 
ward compulsory arbitration. That such 
differences must be taken into considera- 
tion when we examine a given wage 
problem is equally obvious. Differences 
in wage levels and relative wage struc- 
tures from country to country may part- 
ly be explained by such variations of un- 
ion attitudes. They form part of the data 


with which economic theory must oper- 
ate. 


VI 


The areas of demonstration and the 
examples presented in the preceding 
paragraphs are fragmentary and arbi- 
trarily chosen. Nevertheless, they will, 


33 Lange, op. cit., pp. 243-44. 
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it is hoped, demonstrate the main theses 
of this article, namely, that it is impos- 
sible to build a theory of trade-union be- 
havior upon deductive logic and the tra- 
ditional assumptions of economic theory 
alone and that trade-union behavior 
varies sufficiently from country to coun- 
try, even within the boundaries of what 
is usually called Western civilization, to 
require study of national behavior pat- 
terns. 

A purely deductive theory of union- 
ism would in the nature of things be of 
universal application, at least as far as 
labor markets exist. However, no one 
who is familiar with national labor move- 
ments on both sides of the Atlantic will 
deny that, much as they have in com- 
mon, the differences in their behavior are 
such as to make prediction or under- 
standing impossible without reference to 
their national characteristics. 

Economic rationality thus assumes 
different forms or is subordinated to the 
mores of different areas. Only the com- 
bination of the methods of economic the- 
ory with those of sociology and modern 
cultural anthropology can provide re- 
sults that are capable of coping with the 
rich diversity of labor action in wider 
areas. 


Barp COLLEGE 
ANNANDALE-ON-Hupson, New York 





PUBLIC EXPENDITURES FOR VETERANS’ ASSISTANCE 


IRVING H. SIEGEL AND MAURICE F. W. TAYLOR’ 


AN AREA NEGLECTED BY ECONOMISTS 


HE purpose of this note is to call atten- 

tion to a component of public expendi- 
tures which has been neglected by econo- 
mists, despite its size and its importance 
from the standpoint of policy. There are 
several apparent reasons for this neglect, 
while other programs also designed to aid 
only a portion of the population have re- 
ceived due attention in economic literature. 
First, there is the parochial character of vet- 
erans’ benefits—their restriction to a closed 
group distinguished by an attribute which 
ideally should diminish in significance 
through time. Then there is the undiscrim- 
inating but widely held view that the moti- 
vation of veterans’ aid legislation is mainly 
“political.” Various other aspects of the 
benefits may have discouraged broad in- 
terest—the temporary nature of many of 
the aids; their comparatively small total 
cost until recent years; and their multi- 
plicity, legal intricacy, and specialized 
nomenclature. Another factor is the tend- 
ency in national income measurement to 
lump most veterans’ benefits, with little de- 
scription or comment, in the somewhat hazy 
category of transfer payments.’ It is sig- 
nificant that veterans’ benefits are not even 
mentioned as examples—though Social Se- 
curity and agricultural payments are—in 
what is perhaps the most comprehensive re- 
cent discussion of transfer payments.’ 

An attempt will be made here to show 
the present and to anticipate the future di- 
mensions of the “veteran problem.” At 
least two major conclusions are suggested 
by the materials considered: 

1. Despite inflationary aspects, the rami- 

*The views expressed here are those of the 
authors as individuals and not necessarily those of 
the government agencies with which they are 
connected. 


fied system of short-term benefits has effec- 
tively aided the readjustment of World War 
II veterans by substantially improving 
their share in the nation’s personal income. 


2. Despite wishful thinking and the posi- 
tive accomplishment of the billions spent 
for readjustment, the future outlay of addi- 
tional large sums over a long period seems 
inevitable, in view of the size of the veteran 
population, the scope of existing legislation, 
and the h'story of veterans’ benefits. 


2 See, e.g., National Income Supplement to Survey 
of Current Business, July, 1947. The Department 
of Commerce (p. 12) inclines to the view (also ex- 
pressed by G. Colm in Studies in Income and Wealth, 
I [New York: National Bureau of Economic Re- 
search, 1937], 196) that many benefits, like bonuses 
and “G.I. Bill” allowances, are deferred payments 
for past services and classifies them as transfer 
payments because of lack of synchronization. The 
logical corollary of the recognition of “transfers in 
time’’ would be the adjustment, which is not made, 
of national income and national product for those 
years in which the services were performed and the 
benefits earned. 

A definitive treatment of the many types of 
payments to military personnel and veterans may, 
of course, have to await the resolution by national 
income students of the fundamental issues in the 
measurement of wartime product. Such works of 
different viewpoint as S. Kuznets’ National Product 
in Wartime (New York: National Bureau of Eco- 
nomic Research, 1945) and E. H. Stern’s “Public 
Expenditure in the National Income,” Economica, 
X (new ser.; May, 1943), 166-75, have important 
but undeveloped implications for the treatment 
of all wartime and war-related incomes. In any 
case, the literature on the theory of veterans’ bene- 
fits at the present time seems limited to casual or 
indirect references in literature on other topics— 
e.g., G. Colm’s observation in an essay on public 
revenues and expenditures (of. cit., p. 184) that the 
services of a “conscript army’’ might be evaluated 
at the “minimum wage” or considered as “taxa- 
tion in kind.” 

3E. R. Rolph, “The Concept of Transfers in 
National Income Estimates,” Quarterly Journal of 
Economics, LXII (May, 1948), pp. 327-62. 
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THE VETERAN POPULATION 


The living veteran population is a sizable 
group, largely concentrated in the more pro- 
duct ve ages, and to some extent organized. 
At the end of June, 1948, there were over 
18.7 million living veterans of all wars, in- 
cluding 14.9 million World War II partici- 
pants already in civil life.‘ Thus, about two 
out of every five males over twenty years of 
age are veterans of some war, and about one 
out of every three is a veteran of World 
War II. About one out of every five persons 
in the entire civilian labor force is a veteran 
of World War II; the ratio for the male 
labor force alone is about three out of ten. 
Veterans’ organizations claim about five 
million dues-paying members. 

Even more impressive is the size of the 
veteran population when account is taken 
of families. Thus, living veterans and the 
family units headed by them already com- 
prise over one-third of the nation’s entire 
population; and the ratio will approach two- 
fifths by 1955. These ratios omit widows and 
children of deceased veterans (many of 
whom are also eligible for certain benefits) 
and, of course, numerous relatives outside 
the family units headed by living veterans. 

In view of the magnitude of the veteran 
population and of the precedent for liberal- 
izing benefits as veterans face the hardships 
of advancing age, the trend of expenditures 
for such long-term programs as disability 
compensation, pensions, hospitalization, and 
domiciliary care will rise substantially. At 
least until 1990, veterans of all wars will 
comprise an increasing percentage of all 
males sixty-five years of age or older. By 


4 These figures contain an indeterminate, though 
relatively small, amount of duplication; e.g., some 
World War II veterans also participated in World 
War I. In any case, persons still in the armed forces 
who served in World War II are not counted as 
veterans. Roughly, a World War II veteran is a 
person in civil life who served at any time between 
September 16, 1940 (beginning of Selective Service), 
and July 25, 1947 (terminal date of the war for 
reckoning many benefits). Not all veterans qualify 
for benefits; eligibility may be restricted, e.g., to 
persons discharged under conditions other than 
dishonorable, or who served at least ninety days. 


IRVING H. SIEGEL AND MAURICE F. W. TAYLOR 


that year, about two out of every three 
males of such age will be veterans. By the 
year 2000, the number of living World War 
II veterans will still be about 3.8 million— 
as large as the present living World War I 
population—and the average age of this 
group will be more than twenty years above 
the present average for World War I veter- 
ans! Since the general population, too, will 
be aging, it is not unlikely that the integra- 
tion of veterans’ aid programs and the So- 
cial Security System will become an impor- 
tant problem of policy, even if there are no 
more wars. 


RATIONALE, TYPES, AND HISTORY 
OF BENEFITS 


Though veterans’ benefits are as diverse 
as taxes, they may be grouped in three gen- 
eral categories and rationalized on the basis 
of two, not necessarily independent, prin- 
ciples. These categories are: (1) cash bene- 
fits (monetary payments to veterans or 
eligible survivors); (2) noncash benefits 
(monetary payments to others for goods, 
services, and other assistance furnished to 
veterans or survivors) ; and (3) “intangible” 
benefits (valuable rights, preferences, and 
privileges which do not correspond to any 
monetary payments). The two principles as- 
sert the responsibilities of the government 
as the former employer of veterans for (1) 
compensation for service-connected disabil- 
ities, which may be physical, economic, or 
other; and (2) subsequent adjustment, as 
demanded or needed, of wartime remunera- 
tion, which is assumed to have been inade- 
quate in view of the uncommon risks of 
military service and in comparison with 
wartime civilian pay scales. The application 
of these principles may be obscured by the 
general absence of appropriate preambles to 
benefit laws; by the prominence of political 
and similar factors in the timing and in the 
provisions of particular legislation; by the 
absence of an inflexible standard of valua- 
tion of the services of veterans and of the 
disabilities incurred, so that it is impossible 
to determine whether or when the obliga- 
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tion of the nation has been discharged ;5 and 
by the full taxation of veterans’ (taxable) 
incomes to defray the cost of nontaxable 
cash benefits paid to the same or other vet- 
erans. 

Before World War I the main federal 
benefits were land grants and pensions for 
physical disability or service.* The tradition 
for service benefits goes back to the Revolu- 
tionary War, but probably the most pub- 
licized instance was the enactment of such 
benefits in 1890 for Union veterans inca- 
pable of self-support. Since that time, service 
pensions or their equivalent have also been 
made available to Spanish-American and 
Indian War veterans; and similar benefits 
are being more actively sought by World 
War I veterans as they grow older. In gen- 
eral, opposition to service pension legislation 
has been stong but unsuccessful. It is note- 
worthy that the term “‘pension” is now dis- 
tinguished by law from “compensation,” 
which is restricted to service-connected 
physical disability and death benefits. 

World War I occasioned the expansion of 
the scope of veterans’ benefits to include 


5 The absence of an objective philosophy is illus- 
trated by the recent legislation of “cost of living” 
increases in various benefits and the promise of 
further increases on the same grounds in the 1948 
platforms of both major parties. It is unlikely, of 
course, that these increases will be rescinded with a 
decline in living costs. In any case, basic maladjust- 
ments in the absolute and the comparative benefit 
scales are not necessarily corrected by such legisla- 
tion. 

The classic illustration of the difficulty of de- 
vising a reasonable benefit structure is the experi- 
ence of the New Deal, which addressed itself upon 
victory to the thorough overhauling of the benefit 
system in the interest of economy. The retrenchment 
resulting from the Executive Orders issued under 
Public Law 2, Seventy-third Congress, “An Act To 
Maintain the Credit of the United States,” was re- 
garded as so severe that Congress quickly retreated 
much of the way. 


* See, e.g., J. D. Black and C. D. Hyson, “Post- 
war Soldier Settlement,” Quarterly Journal of 
Economics, LIX (November, 1944), 1-35; “His- 
torical Sketch of Veteran Benefits,” Research Studies 
(Veterans Administration), August 31, 1946, pp. 
13-16; and W. H. Glasson, Federal Military Pensions 
in the United States (New York: Oxford University 
Press, 1918), pp. 19 ff. 
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payments for service-connected physical 
disability on the workmen’s compensation 
principle, vocational rehabilitation for the 
disabled, low-cost life insurance, hospitali- 
zation, domiciliary care, and burial allow- 
ances. 

An important development following 
World War I was the enactment of bonus 
laws by the federal government and by 
twenty states. The uncertain postwar eco- 
nomic situation, the relatively rapid demo- 
bilization, the inadequate mustering-out 
pay, and the absence of any transitional 
program for veterans stimulated demands 
for land settlement, home purchase, and 
vocational training benefits, and, for veter- 
ans not availing themselves of these, “ad- 
justed service compensation.” The Ameri- 
can Legion, favoring such an omnibus plan 
in 1920, insisted that “‘it asks for no bonus— 
that sounds too much like a gift or present 
from the government. It merely asks the 
government to assist the ex-serviceman in 
overcoming some of the financial disadvan- 
tages incidental to his military or naval 
service.”? A federal bonus law was finally 
enacted in 1924; and a successful campaign 
was waged during the great depression to 
have the “adjusted service certificates” —in- 
tended under the 1924 act to be payable at 
face value in twenty years—redeemed in 
full several years before maturity (1936). In 
any case, the idea that the federal bonus 
was a form of “adjusted compensation” or 
deferred pay is emphasized in the pay scale, 
which made distinctions according to length 
and place of service. 

Among the outstanding accomplishments 
of the voluminous World War II veterans’ 
legislation have been the development of an 
elaborate readjustment program (embodied 
in the “G.I. Bill of Rights” and the Voca- 
tional Rehabilitation Act) and the funda- 
mental revision of the medical care program. 
The “G.I. Bill” was intended as a less costly 
and more effective substitute for “adjusted 
service compensation.” It was designed to 
facilitate the readjustment of veterans in 


7Cited in Research Studies, August 31, 1946, 
p. 16. 
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civil life through a system of benefits avail- 
able for specified periods following discharge 
or “termination of the war” (July 25, 1947): 
unemployment and self-employment allow- 
ances, education and training tuition and 
subsistence, and loans for homes, businesses, 
and farms. The philosophy of the original 
act was blurred somewhat by early amend- 
ments which eliminated a provision for the 
deduction of benefits from any possible fu- 
ture bonus' and ended the restriction of edu- 
cation and training benefits to veterans 
whose education and training had presum- 
ably been interrupted by service. The 1949 
Appropriation Act covering Veterans Ad- 
ministration reaffirms the readjustment ob- 
jective of the original law by curtailing 
“avocational or recreational” training. 
The Veterans Administration has juris- 
diction over the most characteristic World 
War II benefit programs; but other federal 
agencies also have some important responsi- 
bilities, usually for short-term aids. Thus, 
the Treasury Department and the military 
agencies have jointly handled the redemp- 
tion of unused leave bonds issued to former 
enlisted personnel under the Armed Forces 
Leave Act. The Civil Service Commission 
administers the Veterans Preference Act, 
and the Labor Department administers the 
section on re-employment rights in the Se- 
lective Training and Service Act of 1940, as 
amended. The Agriculture Department, the 
Office of the Housing Expediter, the Federal 
Security Administration, the State Depart- 
ment, and the War Assets Administration 
provide other assistance under various laws. 
The states, too, have enacted benefits for 
World War II veterans.’ Every state has a 
co-ordinating agency of veterans’ affairs. 
The most important cash benefit, the bonus, 
has already been provided by nine states 
and Alaska, which together have a World 


%A bill introduced in the Eightieth Congress, 
H.R. 4927, proposed a bonus based on length of 
service with deductions of “G.I. Bill” money bene- 
fits. 

9 In addition, communities have provided many 
valuable services—especially through advisory 
centers, many of which were established under 
federal sponsorship but with local funds. 





War II veteran population of almost five 
million. Action will apparently be taken by 
the electorates this fall in eleven other 
states, which have almost two and a half 
million World War II veterans. Other state 
benefits, some of which supplement federal 
aids, include hospitalization and domiciliary 
care, scholarships, license and other fee ex- 
emptions, state civil service preference, pro- 
tection of professional status without new 
examination, protection of previously ac- 
quired unemployment compensation cred- 
its, loans, and land settlement preference. 


COST OF BENEFITS 


The current cost of veterans’ benefits is 
indicated by recently compiled statistics for 
the calendar year 1947. An incomplete enu- 
meration, restricted to obvious items for 
which costs were ascertainable, reveals that 
living World War II veterans alone re- 
ceived almost $7 billion in cash and noncash 
benefits. Other living veterans and the eli- 
gible dependents of deceased veterans also 
received benefits, including at least $1.4 bil- 
lion of cash and noncash aids through the 
Veterans Administration. 

The total of nearly $7 billion provided to 
living World War II veterans in 1947 in- 
cludes: Veterans Administration cash and 
noncash benefits, $4.9 billion; unused leave- 
bond redemptions and assignments to Vet- 
erans Administration for payment of Na- 
tional Service Life Insurance premiums, 
about $1.4 billion; mustering-out pay, al- 
most $0.2 billion; and state bonuses, less 
than $0.4 billion (approximately equal to 
the total bonus payments by all twenty 
states after World War I)."° 


%* A post-election check shows that ten states 
held bonus referendums in November (Arizona was 
incorrectly included in unofficial pre-election lists). 
The vote was favorable in six of these states, which 
have a World War II veteran population exceeding 
1.4 million. In a June, 1948, referendum, North 
Dakota voters, too, approved a bonus proposal, so 
that the total number of states voting favorably 
during 1948 on the bonus issue is seven. 

1° The items entering into the Veterans Adminis- 
tration figure are included in the list shown later in 
the text; the other figures are consistent with the 




















There are many respects in which this 
total of nearly $7 billion is an understate- 
ment. As has already been noted, the cover- 
age of cash and noncash benefits is incom- 
plete (particularly below the federal level). 
The cash payments are tax-free and hence 
represent somewhat greater, though inde- 
terminate, gross amounts." Both cash and 
noncash benefits are also net in that they 
exclude some operating and practically all 
overhead and general administrative ex- 
penses, as well as the normal profit that 
would enter into the price of commercial 
counterparts. Some of these omitted items 
might be regarded as services to veterans.” 
Finally, no attempt has been made to valu- 
ate and include “intangible” rights, prefer- 
ences, and privileges's—like re-employment 
rights with private employers,’‘ veterans’ 
preference in federal civil service employ- 
ment, and the privilege of buying a home 
under the “G.I. Bill.’”’*s 

Since the Veterans Administration is the 
custodian of the major benefit programs, its 
activities deserve closer attention. This 
agency accounted for about one-sixth of all 
federal budget expenditures in the fiscal 
years 1947 and 1948; and, according to the 
President’s August, 1948, budget review, 
will account for almost the same ratio in 


revised 1947 national income statistics published in 
Survey of Current Business, July, 1948. The state 
bonus figure supersedes the larger one shown for 
1947 in Survey of Current Business, April, 1948, p. s. 
The total of $6.7 billion shown for 1947 “‘veterans’ 
services and benefits” in Survey of Current Business, 
August, 1948, p. 13, may be reconciled with the 
totals of different scope discussed here. 
Mustering-out pay might have been excluded 
here; it is technically service pay, not a postservice 
benefit, even though all of it is received by the 
veteran upon or after separation. Unused leave pay, 
to the extent included here, is a veterans’ benefit, 
since it was not legally available until amendment 
of the Armed Forces Leave Act in 1947, after the 
eventual recipients had acquired civilian status. 
(Part III of the “1948 Survey of Consumer Fi- 
nances,” Federal Reserve Bulletin, July, 1948, 
reports some interesting findings on the cashing of 
leave bonds and the use of the funds so obtained.) 


__™ The taxes not paid by beneficiaries may be con- 
sidered “‘intangible”’ benefits. 
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the fiscal year 1949. In approximately two 
and one-half years after V-J Day, the Veter- 
ans Administration expenditures directly or 
indirectly chargeable to World War II 
amounted to about $15 bil'’on, about the 
same as the thirty-year total chargeable to 
World War I. Even though the annual ex- 
penditures of this agency will recede from 
recent $6-$7 billion levels, they will appar- 
ently remain in the vicinity of $5 billion as 
the rise in hospital, domiciliary, compensa- 
tion, and pension workloads offsets the de- 
cline in short-term benefit rolls. 

It has already been implied that Veterans 
Administration cash and noncash benefits 


™To the extent that expenses (reduced to a 
“normal” or “equilibrium” basis) represent services 
valued by the veteran, they might be regarded as 
noncash benefits. Allowable profit might be re- 
garded as an “intangible” benefit. 

In the case of the Veterans Administration, voca- 
tional guidance and other counseling might be re- 
garded as noncash benefits. The cost of administer- 
ing the insurance program (reduced to reflect more 
“normal” operating conditions) would have been 
included as a noncagh benefit if it could have been 
estimated, since it is borne by the government 
according to law and does not have to be covered 
by veterans’ premiums. Other insurance costs 
borne by the government and not by the insured 
veterans—viz., waived premiums and extra-hazard 
awards—have been included here among noncash 
benefits. 

From the standpoint of the nation, costs which 
are not necessarily regarded as benefits by recipients 
(e.g., the direct costs of paying cash benefits, over- 
head, and general administration) are naturally 
considered as part of the assistance provided. 
Thus, the customary “functional” presentation of 
the federal budget identifies all the Veterans Ad- 
ministration’s funds with “veterans’ services and 
benefits.” 


13 Other benefits provided without reference to 
veteran status are, of course, also excluded—e.g., 
state unemployment compensation, old age pensions, 
and local relief. 


4 Re-employment claims have often been settled 
for a cash consideration out of court; and court 
suits won by veterans frequently involve damage 
awards. 


15 First year’s interest on G.I. loans, paid by the 
government, is included here as a noncash benefit. 
The “intangible” benefits derive from the advan- 
tages veterans have over others in a tight housing 
market, e.g., by virtue of the government loan 
guaranty and a low interest rate. 
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for the calendar year 1947 amounted to a 
minimum of $6.3 billion—$4.9 billion for 
living World War II veterans and $1.4 bil- 
lion for other living veterans and the eligible 
survivors of deceased veterans. This total 
is greater than the sum to be expended for 
the first year of the European Recovery 
Program and about four times the federal ex- 
penditure for public works and relief in 1936, 
the peak year of pump-priming. 

The ratio of cash to noncash benefits in 
the total of $6.3 billion is 7:2. The cash 
benefits include pensions and compensation 
(death and disability awards), readjust- 
ment and subsistence allowances, and extra- 
hazard (death and disability) insurance 


TABLE 1 
Category Perrot) 
Employment, education, and 
EE rer 0.6 
Sickness and disability. ....... 0.3 
Aid to survivors of deceased 
I 5 evate eee es 0.1 


awards. The noncash benefits include hos- 
pitalization, domiciliary care, out-patient 
care, vehicles for certain disabled veterans, 
tuition (fees, supplies, and equipment), 
first year’s interest on loans, burial awards, 
beneficiaries’ travel, and waiver of premiums 
for periods of total disability. 

The dominance of short-term World War 
II benefits in the $6.3 billion sum is shown 
by an alternative distribution (Table 1). 
As veterans exhaust their readjustment ben- 
efits and as the “G.I. Bill” time limits take 
effect, the first and now most important 
category will be displaced by the other two. 







RELATION OF BENEFITS TO INCOME AND 
TRANSFER PAYMENTS 


Benefits comprised a fair proportion of 
the total income of living World War ITI vet- 
erans in the calendar year 1947 and con- 
tributed materially to their share of the 
total personal income. The conservative 
figure of almost $7 billion tax-free benefits 
probably represented over one-fifth of the 
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total income of World War II veterans, who 
must have received something like $26 bil- 
lion (before taxes) from current employ- 
ment. This total income of, say, about $33 
billion comprised about one-sixth of the 
1947 national personal income of $195 bil- 
lion, as estimated by the Department of 
Commerce. 

In the above comparisons, both cash and 
noncash benefits are treated like “transfers” 
to veterans, supplementing their other in- 
come, Though such treatment seems appro- 
priate for a measure of the comparative wel- 
fare of veterans and the population at large, 
it does not accord with common practice in 
national income accounting. The Depart- 
ment of Commerce transfer-payments cate- 
gory of $11.7 billion for the calendar year 
1947 includes cash benefits but not the ma- 
jor noncash benefits."* In accordance with 
the conventional “productivity” criterion, 
the Commerce Department presumably ac- 
counts for the goods (e.g., vehicles for dis- 
abled veterans) and services (e.g., hospitali- 
zation) entering into noncash benefits in the 
form of factor rewards to producers of these 
“transfers in kind.” Similarly, it makes the 
traditional distinction, of no importance for 
welfare comparisons, between tuition pay- 
ments to nonprofit schools (transfers) and 
payments to other schools (factor rewards). 
On the other hand, the Commerce Depart- 
ment itself provides a precedent for includ- 
ing goods and services in veterans’ income, 
since it includes food and clothing in the in- 
come of the armed forces.'? As for “in- 
tangible” benefits, these have no counter- 
part in the personal income account and are 
properly omitted from veterans’ total in- 
come in the present context. 


VETERANS ADMINISTRATION 
TREASURY DEPARTMENT 


*6 Tt does include at least two noncash benefits— 
first year’s interest on guaranteed loans (Survey of 
Current Business, July, 1948, p. 26) and that part 
of tuition payments going to nonprofit schools. 


"7 National Income Supplement to Survey of Cur- 
rent Business, July, 1947, pp. 12, 23, and 47; July, 
1948, p. 26. 
















THEORIES OF INCOME DISTRIBUTION: WHERE DO WE STAND?! 


MARY JEAN BOWMAN 


ROBABLY no general area of economic 

theory plunges the economist into more 
conflicts and brings greater awareness of the 
inadequacies of economic analysis than does 
the theory of income distribution. First, the 
old and persistent battleground of capital 
theory is involved. Second, distribution the- 
ory lies at the crossroads between the micro- 
economics of value (or resource-allocation) 
theory and the macro-economics of theory 
pertaining to the national income, the gen- 
eral price level, and the general level of em- 
ployment. The inconsistencies and lack of in- 
tegration within these two fields are in- 
evitably reflected in a curious composite of 
income distribution theory. Third, distribu- 
tion theory has suffered acutely from a num- 
ber of conflicts concerning methodology in 
economic analysis. These conflicts include 
(a) the old issue of the inductive versus the 
deductive approach; (6) within the pre- 
ponderantly deductive analysis, the con- 
troversies between those (e.g., Keynes) who 
rely primarily upon equilibrium or related 
concepts and those (e.g., Robertson and 
Ohlin) who use a process approach such as 
period analysis and ex ante and ex post con- 
cepts; and (c) the entire set of problems in- 
volved in the analysis of expectations and 
the probabilities attached to anticipations. 
These methodological problems are closely 
related to that of integrating the analyses of 
resource allocation and the general level of 
income and employment, already noted. 
Fourth, more sharply prehaps than in any 
other field of theory, the study of income 
distribution meets head-on the question of 
the scope of economic analysis and its tools; 
for it runs immediately into problems of the 


*A review note on Readings in the Theory of 
Income Distribution. Selected by a Committee of 
the American Economic Association, consisting of 
William Fellner and Bernard F. Haley. Phila- 
delphia ; Blakiston Co., 1946. Pp. xvi+ 718. $4.25. 


political, as distinct from the strictly eco- 
nomic, elements which determine income 
shares. The political elements are most evi- 
dent in connection with trade-union wage 
policy; but they are uncomfortably present 
also in connection with the incomes of cor- 
poration officials. Like other aspects of eco- 
nomic theory, that of income distribution 
suffers, moreover, from the present inade- 
quacy of our tools of analysis and our lack of 
understanding of the operations of oligopoly 
and oligopsony.? An examination of the fac- 
tors deterring mobility and differentiating 
opportunities could do much to iron out 
some of the recognized inadequacies of dis- 
tribution theory; but such a bridge between 
deductive and “institutional” analysis can 
offer little assistance in the major problems 
that vex us today. 

In the articles and essays selected for the 
book of Readings under review, these major 
difficulties in modern distribution theory 
are clearly in evidence. Perhaps this evi- 
dence is indeed the chief value of the com- 
pilation, and, from this point of view, it is an 
amazingly good job. For this purpose, little 
is lost by the fact that chapters from books 
were necessarily excluded. Something might 
have been gained had the space taken for 
chapters i, ii, and iv (on the national income 
and personal distribution of income) been 
used instead to give somewhat fuller atten- 
tion to one or two problems. For example, 
there might have been more discussions of 
the relation between wage policy, the level 
of employment (hence the general level of 
output), and real wages; and any evaluation 
of our present knowledge must give full at- 
tention to what has been done in this area. 
One selection on this subject is included in 
the Readings; it is Lerner’s “Relation of 


*Oskar Lange’s Price Flexibility and Employ- 
ment is perhaps an exception (see below). 
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Wage Policies and Price Policies” (American 
Economic Review, 1939). This happy choice 
includes consideration not only of general 
wage levels but also of adjustments of par- 
ticular categories of wages and of rents and 
other prices. However, in a field so open to 
debate, a single selection must obviously 
give a one-sided approach. More important 
is the fact that the volume shows so little of 
the lines of thought that have been devel- 
oped among Swedish economists. An article 
by D. H. Robertson on “Mr. Keynes and 
the Rate of Interest” to some extent repre- 
sents this group, but it is not enough to bal- 
ance the extreme preponderance of essential- 
ly static analysis even in the selections on 
property incomes. There is nothing concern- 
ing the ex ante and ex post approach of Ohlin, 
although inclusion of the five pages of his re- 
joinder to Professor Knight’s attack on his 
interest theory (Economic Journal, 1937) 
would have done much to fill this gap. 

With these exceptions, the reviewer has 
no major quarrel with the choices of the se- 
lection committee.’ Professor Knight’s arti- 
cles on “Capital and Interest” (Encyclo- 
paedia Britannica, 1946) and on “Profit” 
(Encyclopaedia of the Social Sciences, 1934) 
were happy selections regardless of whether 
one accepts his general positions, for they 
have a wide sweep conceptually and provide 
the only comments concerning the impor- 
tant relations between analytical economic 
concepts and ethical judgments. 

If this general indorsement of the selec- 
tions (with the important reservation with 
respect to the underrepresentation of process 
analysis) is justified, the Readings may then 
serve as a good starting-point for taking 
stock of the state of theory in 1946 and, for 


3 There is a surprising gap in the lack of material 
on oligopoly in relation to income distribution and 
especially to labor demand; Mr. Norton also seems 
to have slipped up on this in his bibliography, which 
accompanies the volume. However, on this subject, 
the reviewer can suggest no single article of a caliber 
that would justify its inclusion. Two articles cover 
rent theory adequately, in view of the fact that the 
overlapping of rent with the other categories of 
propery income is noted in one of the selections by 
F. H. Knight. 


that matter, in 1948. Setting aside the im- 
portant matter of the politics (internal and 
external) of trade-union wage determina- 
tion, we will focus on the second and third 
points of our introductory comment; that is, 
on the relations of micro- and macro-eco- 
nomics and the questions of economic 
methodology, treating the latter primarily 
in relation to the former. This discussion 
will also carry some implications concerning 
the disputes on capital theory. Even to con- 
sider these questions involves a plunge into 
controversies over the determinants of the 
interest rate (or, rather, interest rates), the 
nature of profits, and the relation between 
wage policies and the general level of em- 
ployment. 

In interest theory, although still largely 
undigested, progress over the last two dec- 
ades has been truly amazing. Initially the 
advances came largely as a by-product of the 
work on level of national income and em- 
ployment. As the selections clearly illus- 
trate, a period of extreme confusion and 
half-myopic struggling produced a number 
of new interest (and capital) theories, each 
one incomplete. The Keynesian analysis of 
interest, as determined by the demand for 
and supply of cash to be held (not used), 
was the most jarring to older theorists and 
precipitated some of the most heated de- 
bates. In emphasizing and thus dramatizing 
liquidity preference, Keynes made a major 
contribution to the development of a mod- 
ern theory of interest—despite the fact that 
his theory is extremely lopsided and incom- 
plete and that taken alone it seems to stand 
entirely apart from any previous theories of 
capital, theories of the determinants of most 
property incomes, and the older value the- 
ory in general. Curiously enough, viewed in 
retrospect this theory of Keynes seems to 
reflect his unconscious habituation not only 
to equilibrium analysis but even to partial 
equilibrium analysis, since he tends to think 
in terms of only one margin adjustment at a 
time. In a clever attempt to reintegrate 
Keynes with “the classics,” Hicks brought 
Keynes’s “money rate” of interest into rela- 
tion with the “investment rate of interest” 
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on funds used for investment purposes, and 
the two together are related to the central 
problems of the general level of employment 
and general equilibrium of the economy. Al- 
though this attempt, which is included 
among the selections (from Econometrica, 
1937), appears to provide a bridge between 
Keynes and the Swedish economists via 
Wicksell, it is based on the same underlying 
methodology that was used by Keynes—a 
set of concepts and a methodology that is 
far from being genuinely dynamic econom- 
ics.4 Moreover, Hicks’s attempt suffers from 
being a bit too “tricky,” and, more impor- 
tant, his use of the savings concept is ques- 
tionable.s 

Meanwhile other economists were under- 
taking what has come to be termed “proc- 
ess analysis,”’ working with problems similar 
to those tackled by Keynes but using a sig- 
nificantly different methodology. D. H. 
Robertson worked with his concept of “the 
day,” introducing a time lag between receipt 
of income and its disposition. Ohlin and 
others moved along similar lines, using a dis- 
tinction betweeen ex ante and ex post con- 
cepts that seems to be a natural enough 
adaptation of previous economic tools but 
which has for some reason received far too 
little attention in this country. A wider rec- 
ognition of the fact that ex ante concepts can 
involve quantities that would be quite im- 
possible of mutual realization in an ex post 
view might straighten out a number of diffi- 
culties in jumping between micro- and 


‘In Mr. Hicks’s words: “The General Theory of 
Employment is a useful book; but it is neither the 
beginning nor the end of Dynamic Economics.” 


SIt is difficult to see how a supply schedule of 
savings in the sense in which Keynes defines “‘sav- 
ings” could exist for the aggregate of the society. 
(See the arguments between Keynes, on the one 
hand, and Ohlin and Hawtrey, on the other, in the 
Economic Journal for 1937. Ohlin argues that 
Keynes’s definition of aggregate savings is an ex post 
concept, whereas only an ex ante concept can yield 
a supply schedule. Hawtrey argues that, in Keynes’s 
usage, aggregate savings are measured by aggre- 
gate new investment; this again implies an ex post 

ition and a given quantity rather than a 
schedule of quantities. In this reviewer’s judgment 
these statements must stand.) 
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macro-economics. Although all these econo- 
mists focused on what has been termed 
“monetary”’ theories of interest, their analy- 
ses were far more eclectic than that of 
Keynes. For this reason alone their analyses 
would be more readily merged with what 
may survive of older theory; and the more 
genuine dynamics involved in the study of 
adjustments through time (as against the 
timeless ether in which Keynesian adjust- 
ments occur) facilitates the adaptation of 
micro-economics to the dynamic scene. 

It is thus no accident that a new synthesis 
of interest theory should have come from the 
pen of D. H. Robertson in an article that 
may well become in its time another “clas- 
sic” for the simplicity and the soundness of 
the analysis.’ Robertson meets Keynes on 
his own methodological ground to start with, 
giving an equilibrium theory of interest at a 
moment in time;’ but he then proceeds from 
there through a more dynamic analysis that 
is at once more Marshallian than Keynesian 
and yet fully cognizant of the role of liquid- 
ity preference in relation to both the rate of 
interest and the level of the national income 
and employment.’ Although economists 


¢ “Mr. Keynes and the Rate of Interest,” origi- 
nally published in the Economic Journal, June, 1938; 
reprinted in Essays in Monetary Theory and again 
in the present volume. 


7Interest is defined not as payment for cash 
holding but for the use of “loanable funds.”’ On the 
supply side are included current savings (in the 
“common sense” meaning of savings), “disen- 
tanglings” (funds currently released from embodi- 
ment in fixed or working capital), net “dishoard- 
ing,” and net additional bank loans. On the demand 
side are included funds to be used for new invest- 
ment, for reinvestment, for holding as a cash store, 
and for consumption in excess of current income. 


§ Synthesis on another level, and in the context 
of equilibrium analysis, was provided by H. M. 
Somers in his article “Monetary Policy and the 
Theory of Interest,” also reprinted in the present 
volume. He discusses the tendencies and limitations 
on tendencies of the rate (or rates) of interest to be 
equated at the margin to (1) marginal time prefer- 
ence, (2) marginal rate of return on production, 
(3) marginal rate of return on securities, and (4) 
marginal rate of return (subjective) on cash hold- 
ings. This analysis is easily merged with that of 
Robertson and others. 
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may differ as to where they place the great- 
est emphasis, Robertson seems clearly to 
have brought together the various impor- 
tant elements affecting ‘‘the interest rate” in 
a partially dynamic frame of reference that 
will hold up whether we approach the prob- 
lem from the direction of resource allocation 
theory or of general employment and na- 
tional income theory, from a static or a his- 
torical frame of reference, from a primarily 
deductive or a mainly inductive orientation. 
Taken in conjunction with F. Lutz’s able 
article on “The Structure of Interest Rates” 
(Quarterly Journal of Economics, 1940, and 
the present volume), this analysis seems to 
put interest theory on a relatively firm 
footing. 

But there is a catch in this. An examina- 
tion of the unsatisfactory state of affairs 
with respect to “profit” theory suggests that 
interest theory may not be so mature as 
previous comments would imply, for modern 
developments in interest theory and associ- 
ated theories of general economic fluctua- 
tions have thrown profit theory into confu- 
sion. Initially I shall take the position that 
we can distinguish deductively at least (even 
if this is not feasible statistically) between 
returns to owner investors and returns to 
entrepreneurs (whether corporate officials or 
independent proprietors or someone else) 
and that the return to entrepreneurs is to be 
distinguished from that to owner-investors 
—whether the return is regarded as a special 
case of wage incomes or of monopoly in- 
comes or both. This is to throw out a whole 
area of controversy in order to focus on a 
yet more difficult remaining problem. What, 
then, are profits? Can they be distinguished 
analytically from interest? And, if not, have 
we really settled on anything approximating 
a satisfactory theory of interest? Following 
the previously most fruitful lines of attack, 
we might consider profits either as the in- 
comes received by owner-investors (the more 
nearly empirical approach) or as the residual 
incomes (plus or minus) due to errors of an- 
ticipation, that is, to economic uncertainty. 

The most widely accepted alternative has 
been that of considering “pure profits” in 
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the theoretical scheme as a residual and 
hence an ex post return explained by eco- 
nomic uncertainty. The obvious question is, 
then: What implicit rate of interest must 
be deducted from returns on owner invest- 
ments to arrive at the residual (positive or 
negative) that is profit? In the older analyses 
implicit interest was generally identified as 
the rate of contract interest on riskless in- 
vestments (and we might modify this to say 
riskless investments of comparable liquid- 
ity). This, of course, implied that there was 
an element of pure profit in realized (ex post) 
contract interest incomes and an ex anle 
anticipation of a given maximum profit pos- 
sibility defined by the contract interest rate. 
Interest thus becomes an ex ante concept 
tied to the concept of opportunity cost, while 
profits are the ex post difference between the 
(previously) anticipated interest income and 
the realized return. There is similarly a 
profit element in ex post wage incomes in so 
far as they deviate from (previously) antici- 
pated wage incomes. But this approach en- 
counters the major difficulty that ex ante 
anticipations are not single-valued but mul- 
tivalued, so that some selection from among 
the ex ante anticipations must be made be- 
fore the subsequent ex post profits can be 
identified even in theory, let alone in prac- 
tice. This simply pushes our problem back a 
step without solving it. Of less importance 
is the fact that, since a large element of 
liquidity preference involves comparisons 
among uncertainties, the liquidity-prefer- 
ence element in interest theory comes to be 
primarily an element in the identification of 
maximum profit possibilities rather than of 
pure or “riskless” economic interest. 

This brings us to a compromise solution 
that has sometimes been suggested, namely, 
the identification of implicit interest as the 
contract rate of interest on loans of com- 
parable risk and liquidity. But are there any 
such loans with which equity investments 
can in fact be compared even in an abstract 
theoretical world? A fundamental character- 
istic of anticipated incomes from owner in- 
vestments is the absence of a fixed maximum 
that limits rigidly the possible returns. We 
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are again faced with the necessity of recog- 
nizing that it is entire contours of anticipa- 
tions that must be compared in anything ap- 
proximating an indifference analysis applied 
to income expectations from owner- and 
lender-supplied funds. Moreover, this al- 
ternative of using the contract rate on lender 
investments of comparable risk and liquidity 
to identify implicit interest abrogates any 
attempt to isolate profits as the residual in- 
come arising because of uncertainty. Any 
attempt to analyze profit as distinct from 
interest incomes by this device requires that 
we first analyze the determinants of and 
relations between the categories of incomes 
on owner- and on lender-supplied funds. It 
might be better to forget about the defini- 
tion of profits as the incomes resulting from 
economic uncertainty and to turn simply to 
the distinction suggested above between 
lender-supplied funds as one category and 
owner-supplied funds as another, albeit 
closely related, category. We have then the 
problem of making an indifference analysis 
of ex anie expectation contours for different 
types of markets for loanable funds and of 
comparing these ex ante analyses with sub- 
sequent ex posi realized incomes; the ele- 
ment of uncertainty is incorporated in both 
the ex ante and the ex post analyses. An 
adaptation of the probability theories of ex- 
pectations explored by Hart and Tintner, 
among others, might assist in resolving this 
theoretical muddle.® 

The various obstacles that we have en- 
countered in exploring the state of profit the- 
ory suggest also the importance of pursuing 
simultaneously two seemingly polar lines of 
attack. On the one hand, there is a need for 
an inductive approach that will start with 
easily identifiable empirical categories of in- 
come receivers such as wage-earners, inde- 
pendent proprietors, corporate officials, 
money-lenders, investors in corporate secu- 
tities, and rent-receivers (in the lay sense). 

*See A. G. Hart,“Risk, Uncertainty, and the 
Unprofitability of Compounding Probabilities” in 
Studies in Mathematical Ec ics and Econometrics 
(1942), pp. 110-18, reprinted in the present volume; 
also Gerhard Tintner, “A Contribution to the Non- 
static Theory of Production” in the same Studies. 
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During recent decades some writers have in- 

deed moved in this direction, attempting an 
“institutional” analysis of the various condi- 
tions determining these groups of incomes. 
On the other hand, there is need for some 
fundamentally new classification of the 
forces at work in the determination of in- 
comes, independently of categories so con- 
crete as labor or loanable funds or capital 
goods. A deductive scheme based on such an 
abstracted classification of relevant forces 
would be corrected by the inductive analysis 
and vice versa. This, in fact, is merely the 
usual method of science, but we are ready 
for a new and more drastic approach from 
both sides. 

We may now turn to the last main prob- 
lem to be considered in this review. A num- 
ber of economists have turned their atten- 
tion in recent years to the relation between 
wage policies and the general level of em- 
ployment. In a society in which wage-mak- 
ing is on an increasing scale this is clearly a 
vital problem, and neither a theory of wages 
nor a theory of the general level of employ- 
ment can be regarded as even approximately 
mature until some conclusions are reached 
on this matter. Unfortunately, the argu- 
ments that have been presented are as vari- 
ous as the hypotheses on which they are 
based. This is no place to present another 
brief on the subject. However, the inade- 
quacy of the representation of this topic in 
the Readings (despite a very complete and 
useful bibliography) impels this reviewer to 
point out what seem to be the nearest ap- 
proximations to an answer in the literature 
and one or two of the more evident gaps in 
methods and concepts used to study the 
problem. With all its limitations, Lange’s 
little essay on Price Flexibility and Employ- 
ment certainly takes a major step in the 
right direction so far as the deductive ap- 
proach is concerned. He sets up with a mas- 
terly hand a scheme of possibilities with re- 
spect to demand elasticities for labor and the 
elasticity of the monetary system, and he 
makes (on admittedly inadequate grounds) 
a selection of the most likely cases from 


t® Bloomington: Principia Press, 1944. 
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among the myriad deductive possibilities. 
His analysis points one of the ways to a re- 
integration of micro- and macro-economics 
in this sphere. But even the deductive tools 
brought to bear on the problem by Lange are 
only a few of those we have at hand. Nota- 
bly, lag relationships and ex ante versus 
ex post concepts are given little attention. 
Other scholars have gone somewhat further 
with the use of lag analysis; but here the in- 
numerable theoretical possibilities are multi- 
plied many fold—a difficulty that would fol- 
low also from an ex ante-ex post approach 
that considered multivalued ex ante antici- 
pations. Again it is evident that inductive 
analysis is needed to select among the de- 
ductive possibilities those that are most rele- 
vant for our society. For both methods the 
task ahead is immense if understanding in 
this area is to be brought to a point that will 
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enable economists to take anything like a 
firm and reasonably unified position when 
presented with basic questions for public 
policy. 

In summary, it is evident that tremen- 
dous strides have been made in income dis- 
tribution theory over the last two decades. 
These advances have opened up entire new 
areas for further research, inductive and de- 
ductive alike. While they have increased the 
awareness among many economists of the 
inadequacy of economics as it stands today, 
we are far better off than we were before. We 
have more tools with which to work, more 
accurate knowledge of economic processes 
and adjustments in distribution as in other 
fields, and new pointers that may help us in 
the tremendous tasks that lie ahead. 


LEXINGTON, KENTUCKY 




















The Keys to Prosperity. By W1ttForp I. Kine. 
New York: Constitution and Free Enter- 
prise Foundation, 1948. Pp. xvii+ 242. $4.00 
(cloth) ; $1.00 (fiber). 

Most economists will open this volume with 
two strikes against it, or else they will not open 
it at all. It is the latest in the current series of 
thunderbolts from the Right which began with 
Snyder’s Capitalism the Creator and which has 
continued through such works as Hazlitt’s Eco- 
nomics in One Lesson, the National Association 
of Manufacturers’ two fat flat volumes on The 
American Individual Enterprise System, the 
periodic outbursts of the Foundation for Eco- 
nomic Education, ef hoc genus omne. Its pub- 
lisher, the Constitution and Free Enterprise 
Foundation, is Frank Gannett’s Committee for 
Constitutional Government blackfaced with 
printer’s ink. Its reception is hampered further 
by a patent-medicine blurb which compares it 
favorably to the Wealth of Nations and (in all 
seriousness!) offers free copies to anyone who 
can mention an equally significant work on eco- 
nomics published in the last twenty-five years. 
One misses the full-breasted female and the ad- 
jective “‘supercolossal” which ordinarily accom- 
pany such advertising extravaganzas. 

But Professor King’s book belies its backing 
and its advertising. It may not be a Wealth of 
Nations, but it is no Capitalism the Creator. The 
“liberal” reader will be disappointed if he ex- 
pects a procession of sacred cows or sitting 
ducks or Hearstian editorials. King has likewise 
abandoned the flirtation with economic astrol- 
ogy which marred his 1938 text on economic 
fluctuations. Sunspots are not so much as men- 
tioned this time. This is a serious tract on eco- 
nomics, seriously though not pedantically writ- 
ten. There is algebra in large quantities, albeit 
principally in footnotes, and careful documenta- 
tion, The argument is therefore to be pondered 
and not shrugged off. 

King’s position is difficult to describe in brief 
compass. In his list of economic fallacies, blind 
reliance on laissez faire is listed near the top. He 
would modify it not only by anti-monopoly leg- 
islation (aimed primarily at trade-unions) but 
by compulsory self-insurance against illness and 
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old age, on the model of compulsory liability in- 
surance for motorists. (This is a conservative 
counterpoise to the Beveridge Plan.) On the 
monetary side, King recognizes the creation of 
deposits in the lending process and attacks the 
“needs of trade” or “commercial loan” theory 
of banking as fallacious. He favors a return to 
the gold standard purely as a check on inflation, 
without bullionist notions of intrinsic value, and 
wishes it modified by a fluctuating buying 
price of gold. Both the price level and King’s 
original “Key Ratio” of “Net new spending 
power” to average hourly earnings are to be 
held constant (simultaneously) by varying this 
buying price as well as by the exercise of cen- 
tral banking and fiscal policy. The selling price 
of gold is to be held constant, as a natural aspect 
of free convertibility. Wages, incidentally, are 
to be geared to industrial value productivity ac- 
cording to the Lincoln Electric and the Nunn- 
Bush incentive systems, which King admires 
wholeheartedly. On the fiscal side, the federal 
budget is to be balanced annually, in bad times 
as well as good; but this is purely to avoid a po- 
litically inspired drift toward inflation and not 
because the twelve-month period is sacred in 
itself. As a substitute for deficit spending in de- 
pression periods, currency is to be printed in 
order to reduce the national debt and enter into 
the general circulation. The debt itself is to be 
largely in consol form, as recommended by 
Henry Simons. The tax system is to be rendered 
less progressive, as an incentive to useful in- 
vestment. 

This is non-Keynesian but not pre-Keynes- 
ian. Most of King’s allusions to Keynes seem 
(to this reviewer) imbedded in misinterpreta- 
tion, but he cannot be accused of ignoring the 
impact of the General Theory. He admits the 
possibility of hoarding upsetting Say’s Law but 
insists that his statistics prove hoarding a myth 
in the American scene. He admits likewise the 
possibility of underemployment equilibrium but 
ascribes it entirely to the pernicious influence of 
unemployment insurance and boondoggling. “If 
government always stood ready to furnish work- 
ers with jobs, but insisted that relief work be 
somewhat more strenuous than private employ- 
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ment, that no able-bodied relief recipient put in 
less than 60 hours per week, and that the hourly 
pay should never be more than two-thirds as 
great as that prevailing in private industry for 
like work . . . the task of providing emergency 
jobs would never burden government seriously,” 
King says in a characteristic passage (p. 86). 

It was as a statistician rather than as an econ- 
omist that King first achieved national repute. 
Among the more novel and interesting features 
of the present tract are its statistics. King pre- 
sents in detail a number of statistical tables 
from which he derives concepts and conclusions 
which have a high degree of originality. Perhaps 
the most widely applied of these concepts is 
“‘net new spending power,” which is defined as 
disposable income plus the increment of cash 
and deposit currency. Divided by average hour- 
ly earnings, it forms King’s “Key Ratio.” Per- 
centage changes in this ratio from year to year 
are highly correlated with percentage changes 
in factory employment. “Net new spending 
power” itself is correlated highly with farm in- 
come and factory pay rolls. King uses conven- 
tional income statistics, however, to show to his 
own satisfaction that “hoarding is a myth” (p. 
148). He takes the ratio of total spending (con- 
sumption expenditures plus four important re- 
corded items of saving [sic] and investment— 
net increases in insurance, savings bank de- 
posits, building and loan assets, and United 
States bond holdings) to disposable income. 
This ratio did not fluctuate more than three 
points to either side of unity throughout the de- 
pression of the thirties. A final statistical four 
de force is found in King’s case against progres- 
sive taxation. Investment (defined here as new 
capital issues) is not found correlated signifi- 
cantly with the disposable income of lower-in- 
come receivers but highly correlated with that 
of the “over $5,000” group and lagging some- 
what behind it. The interconnections through a 
third variable—business profits—and an un- 
stable one at that, are left unexplored. 

All this for the United States. The rest of the 
world may stew in its own juice until it learns 
to control its “devastating torrent of children” 
(p. 13) by Malthusian restraint or Neo-Mal- 
thusian contraception. King’s comments on 
population are strongly flavored with eugenic 
notions of population “quality,” in which racist 
implications should have been denied explicitly 
if their inference was not intended by the au- 
thor. 


M. BRONFENBRENNER 
University of Wisconsin 


National Income: A Summary of Findings. By 
Smion Kuznets. New York: National Bu- 
reau of Economic Research, Inc., 1946. Pp. 
144. $1.50. 

This is a brief but comprehensive sum- 
mary of the basic work of Professor Kuznets in 
the field of national income statistics. There are 
three statistical parts dealing with the structure 
of the national income in the period 1919-38, 
the long-term changes during 1869-1938, and 
the cyclical fluctuations during 1900-1938. A 
fourth and final part deals with problems of in- 
terpretation of national income statistics. The 
book is a valuable mine of information, in sum- 
mary form, on total and per capita national in- 
come; on the distribution of the national in- 
come by industrial origin, type of income, in- 
come size, and type of use; as well as on regional 
and community size differences in income. All 
economists are profoundly indebted to Professor 
Kuznets for his pioneering and painstaking 
work in the field of national income. 

Kuznets’ definition of the national income, 
as is well known, differs from the commonly ac- 
cepted one of the Department of Commerce. 
He maintains that national income should prop- 
erly be viewed from a welfare standpoint and 
defined only in terms of the end-goals of eco- 
nomic activity. On the assumption that the end- 
goal is ultimate consumption, he defines nation- 
al income as consumers’ outlay plus net capital 
formation, the latter being included only be- 
cause it contributes to future consumption. He 
excludes government expenditures on goods and 
services as not representing consumption, but 
includes personal taxes in consumers’ outlay as 
an approximation to the services rendered by 
the government to consumers. 

The author is aware of the difficulties in- 
volved in defining national income from a wel- 
fare standpoint. He concedes, for instance, that 
in a war economy the provision of munitions 
may be the primary end-goal or at least a pri- 
mary goal on a par with ultimate consumption. 
Under such circumstances he would be willing 
to include government war expenditures in the 
national income. He is himself disturbed by the 
question of what is ultimate consumption when 
viewed from a welfare standpoint. ““Unquestion- 
ably, in our industrial, urban civilization many 
items of ultimate consumption are chosen for 
the sake of productive efficiency, and could be 
classified as intermediate rather than ultimate 
consumption. But the distinction is tenuous; 
and carrying it too far would bring us right back 
to denying the possibility of ultimate consump- 
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tion altogether” (p. 116). He is therefore driven 
to including in the national income all final con- 
sumer expenditures on goods and services 
whether or not they are ultimate consumption. 
To the reviewer this admission appears much 
more fundamental than it does to the author. 
Once it is admitted that the national income 
should include the provision of all final goods 
and services to consumers whether or not they 
are ultimate consumption, it is difficult to see 
why it should not include the provision of all 
final goods and services to government. Both 
types of goods satisfy the needs of the communi- 
ty, one on an individual and the other on a col- 
lective basis. Both types are also end-goals of 
economic activity, not in any ultimate sense but 
only in the immediate sense that they represent 
the final destination of the output of the com- 
munity. This is the logic underlying the defini- 
tion of the Department of Commerce. It should 
be noted that Professor Kuznets concedes the 
appropriateness of that definition as a measure 
of economic activity and recognizes its value for 
analysis of the short-run determinants of the 
level of activity and employment. 
Jacos L. Mosak 
United Nations 
Lake Success, New York 


Writings and Speeches of Eugene V. Debs. In- 
troduction by ARTHUR M. SCHLESINGER, JR. 
New York: Hermitage Press, Inc., 1948. Pp. 
xvii-+486. $4.00. 


This is a useful selection from the works of 
Eugene V. Debs, America’s most famous social- 
ist figure. 

The book opens with a proclamation to the 
American Railway Union, issued when the Su- 
preme Court upheld a jail sentence against Debs 
for having defied an injunction during the great 
railroad strike of 1894. It closes with selections 
from Walls and Bars, a book written by Debs 
after he had served three years in a federal peni- 
tentiary for opposing participation by the Unit- 
ed States in World War I. The intervening 
pieces—more than seventy in number—are all 
concerned in one way or another with Debs’s 
unremitting struggle for the industrial and po- 
litical organization of the American working 


In the years since his death in 1926, Debs has 
become something of a legend; and nowadays 
it is fashionable for writers of all shades of po- 
litical opinion to eulogize him as a great and 
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noble humanitarian. There is a strong tendency 
to forget, or to hide, the fact that, just because 
he was a great and noble humanitarian, he was 
also an uncompromising revolutionist. There is 
hardly an article or speech in this entire collec- 
tion which does not reveal the inseparable con- 
nection which existed in Debs’s mind between 
love of humanity and hatred of capitalism. In 
reading what he actually wrote and said, one 
cannot avoid the conclusion that if Debs were 
alive today most of those who now praise him 
would be reviling him as the most un-American 
of un-Americans. And one also cannot avoid the 
conclusion that he would scorn their praise and 
welcome their abuse. 

The articles and speeches in this volume are 
arranged chronologically and cover a wide range 
of specific subjects. They reveal Debs as more 
orator than writer, more agitator (in the best 
meaning of the term) than theorist. He was a 
good Marxist in the sense that millions of class- 
conscious workers throughout the world are 
good Marxists, but his conception of capitalism 
was too simple to permit him to come to grips 
with many of the peculiar problems of American 
society. Debs is more important as a part of 
American history than as a commentator on 
American history. 

To say this, however, is in no way to detract 
from the significance of Debs’s works, for he rep- 
resents an aspect of our national development 
which the accredited historians are too prone to 
neglect. It is indeed refreshing in these days of 
fear and hysteria to read the articles and 
speeches of an American who said exactly what 
he thought no matter how unpopular his views, 
never retreated an inch under pressure, and pre- 
ferred jail to any compromise on questions of 
principle. To Debs, John Brown was “‘history’s 
greatest hero” who “set an example of moral 
courage and of single-hearted devotion to an 
ideal for all men and for all ages” (p. 280). The 
example was one which Debs himself lived up to 
with complete success. One likes to think that 
America has a genius for producing John 
Browns and Gene Debses. Let us hope that there 
will be many more in the years ahead. 

The Introduction by A. M. Schlesinger, Jr., 
is a slight affair which adds nothing to what is 
generally known about Debs and is chiefly re- 
markable for its attempt to portray Debs as 
holding firmly to what Schlesinger calls “demo- 
cratic traditions of change through debate and 
consent.” Quite apart from the obvious fact that 
American democratic traditions are as revolu- 
tionary as those of any country, the implication 
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of Schlesinger’s evaluation is grossly unfair to 
Debs. Like all great socialist leaders, he was of 
course opposed to the use of force and violence; 
indeed, it was this opposition which more than 
anything else motivated his deep hatred of capi- 
talism. For Debs believed—and repeatedly 
stated his belief—that capitalists would stop at 
nothing to preserve their privileges in a society 
which could not exist without the continual use 
of force and violence. It followed that workers 
would be justified in using any method which 
would enable them to overthrow this system 
and substitute a classless socialist society (see 
particularly the article on “Sound Socialist 
Tactics,” pp. 350-57, where this argument is de- 
veloped in the most explicit terms). In practice, 
Debs was convinced that the use of violence by 
workers would hurt rather than help their cause; 
but he made specific allowance for ‘‘acute situa- 
tions” and “grave emergencies” in which this 
might not be so. Furthermore, he refused time 
and again to condemn the use of violence—how- 
ever misguided it might be—by workers in their 
struggle against their oppressors. (In this con- 
nection see particularly the eloquent article on 
“The McNamara Case and the Labor Move- 
ment,” pp. 343-50.) When Schlesinger dismisses 
all this with a breezy reference to “the violence 
of his Socialist rhetoric,” he merely demon- 
strates his incapacity to understand either Debs 
or the roots of the modern socialist movement. 

It is a serious weakness of this volume that 
there is no explanation by the (unnamed) editor 
as to how the included material was selected. 
For all the reader knows, the book may contain 
nearly all the published articles and speeches of 
Debs; or it may contain only a small fraction of 
them. What was excluded and why? In particu- 
lar, why is there so little from the postwar peri- 
od? Without knowing the answers to these 
questions, one could hardly draw conclusions 
about many aspects of Debs’s thought on the 
basis of the materials in this volume. 


Paut M. SWEEZY 
Wilton, New Hampshire 


A Centenary of Marxism. Edited by S. BErn- 
STEIN AND THE Epitors oF “SCIENCE AND 
Society.” New York: Science and Society, 


1948. Pp. 196. $2.50. 


The year 1948 was a call to the faithful to 
commemorate the centennial of the Communist 


Manifesto. This book of twelve articles is a re- 
sponse to the call. It is a heterogeneous collec- 
tion arranged without an apparent integrating 
idea. When the material is rearranged, five es- 
says seem to give the background of the ebb and 
flow of radical thought and social agitation 
against which the flaming pronouncements of 
the Communist Manifesto were flung at a fever- 
ish Europe. 

In one of these five essays Dr. P. M. Sweezy 
gives a brief account of the evolution of social- 
ist thought since antiquity, stressing the fact 
that socialism is alike a modern and Western 
phenomenon and giving some prominence to 
Winstanely, the leader of the Digger movement. 
With respect to the Communist Manifesto, Dr. 
Sweezy makes the rather questionable assertion 
that ‘“‘as to form and content the exposition is 
strictly scientific.” Another essay, by S. Bern- 
stein, outlines Saint-Simon’s philosophy of his- 
tory, with its emphasis on economic conditions 
and classes but with its inclusion of the élite and 
neglect of the role of the proletariat. In a third 
essay A. Cornu portrays German utopianism in 
the 1840’s, and there is a description by H. 
Miihlstein of the notions of the proletarian 
Weitling and of Marx’s rupture with him. Miss 
Margaret Schlauch, of New York University, 
describes Marx’s brief journalistic efforts in the 
stormy months of 1848-49, for which he was 
again expelled from Germany. 

Of the remaining seven contributions, two 
deal with Marx’s doctoral thesis on the natural 
philosophy of Democritus and Epicurus and 
with his mathematical notes, and the others ex- 
amine the views of Marx and Engels on particu- 
lar social problems. Regrettably, thereis no anal- 
ysis of the profounder issues raised by the Com- 
munist Manifesto or by the system of thought of 
which this document is a symbol. H. Selsam 
writes on “The Ethics of the Communist Mani- 
festo,”” voicing the familiar Marxian doctrine 
that ethics is not a projection of a priori pre- 
cepts into reality but is a distillation of the his- 
torical processes and that it is eminently ethical 
for a mature proletarian class, in the presence of 
capitalistically developed productive forces 
which make communal enterprise possible, to 
overthrow the decadent bourgeoisie and abolish 
exploitation. On this view, it may be remarked, 
it was scarcely congruous with Marxian ethics 
to press communism on the populations of semi- 
feudal czarist Russia and her equally backward 
satellites. T. Kirkenfeld presents a disappoint- 
ing article under the promising title, “The Para- 























dox of Profit.”” He merely raises the question, al- 
ready raised by Marx, how profit appears when 
commodities, including labor-power, exchange 
at their value, and he gives the answer, already 
given by Marx, that the worker is used by the 
employer for longer hours than suffice to earn 
his wage. Dr. B. J. Stern, of Columbia Univer- 
sity, has a learned chapter on Engels’ treatment 
of the origin of the family, indicating discrep- 
ancies in the perspective of modern anthropol- 
ogy and commending Engels’ sociological ob- 
servations on this institution. There is an inter- 
esting collection by H. M. Morais of Marx’s and 
Engels’ views on the contemporary scene in 
young America, and a serious contribution by 
C. Hill, of Balliol College, Oxford University, on 
their interpretation of the civil war in England. 
Hill readily accepts the Marxian conception 
that this upheaval, like the French Revolution, 
was an uprising of the nascent bourgeoisie 
against the oppressive landed aristocracy. Thus 
a complex social phenomenon is reduced to the 
precarious focus of a simple formula. 

The book is informed with the spirit of ap- 
proval and admiration; there is no disposition 
to question the old dogmas. The impression is 
gained that in the social sciences everything 
that went before Marx made way for him, and 
everything that came after him needs to be an 
application of his theories if it is to deserve the 
claim of validity and depth. 

M. M. BosBERr 
Lawrence College 


The Pattern of Imperialism: A Study in the The- 
ories of Power. By E. M. WinsLow. New 
York: Columbia University Press, 1948. Pp. 
xii+ 278. $3.75. 


Whoever has taught critically a course in in- 
ternational relations must have been struck by 
the strength and persistence of the belief that 
modern imperialism is due to economic causes. 
A number of eminent scholars, such as Robbins, 
Schumpeter, Staley, Sulzbach, and Viner, have 
examined the facts in the light of this theory and 
have found the latter wanting. Mr. Winslow at- 
tacks the problem from another angle. He pre- 
sents a systematic analysis of the different eco- 
nomic theories of imperialism, lays bare their in- 
consistencies, and demonstrates their untenabil- 
ity in the light of theory and practice alike. 

Following up his excellent article on the same 
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subject in the Journal of Political Economy 
(Vol. XXXTX, No. 6), Mr. Winslow has done a 
superb job of presenting the Marxist and non- 
Marxist economic theories of imperialism and of 
destroying them at the same time. This—the 
main—part of his book may well be regarded as 
the definite disposition of the mythologies, mas- 
querading in the vestments of science, which for 
so long have impeded the understanding of in- 
ternational affairs. 

Unfortunately, the excellence of the critical 
parts of this book is not matched by its attempt 
to give an explanation of its own of the phenom- 
enon of imperialism and to contribute to the 
elimination of its destructive effects. The au- 
thor well recognizes the political character of 
imperialism and the need for a political explana- 
tion of that phenomenon. Yet, strangely 
enough, he shares the prejudice which is at the 
basis of the economic theories of imperialism— 
namely, that imperialism, militarism, totalitari- 
anism, and war are approximately the result of 
“bad” economics, while democracy, freedom, 
and peace are also approximately synonymous 
and the result of “good” economics. Imperial- 
ism and the struggle for power in general he re- 
gards as an atavism susceptible to elimination 
by social engineering. While he invokes rightly 
the authority of the Schumpeter of 1919 for this 
view, he does an injustice to the Schumpeter of 
1947 by identifying him with this prejudice of 
nineteenth-century liberalism. Winslow arrives 
at the conclusion that imperialism and the strug- 
gle for power in general can be overcome only 
by the universal acceptance of Gandhi’s non- 
violent resistance. Winslow never asks himself 
whether the success of Gandhi’s nonviolent po- 
litical campaigns was a result of specific condi- 
tions which existed in India only in the relation 
between hundreds of millions of subject peoples 
and a couple of thousand members of the colo- 
nial power. From the political point of view, it is 
outright absurd to separate a method of politi- 
cal action, such as Gandhi’s from the unique 
conditions which made it feasible and to elevate 
it into a political axiom of universal application. 
The most cursory examination of the contem- 
porary history of India shows that even in the 
country of its origin that method has been used 
only against the British master in his declining 
years and not against the Moslem minority, nor 
against Pakistan, nor against Hyderabad. 


Hans J. MorGENTHAU 
University of Chicago 
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Postwar Years: Normalcy, 1918-1923. By Frep- 
ERIC L. Paxson. Berkeley and Los Angeles: 
University of California Press, 1948. Pp. 4or1. 
$6.50. 

This is the third and last volume of a trilogy 
entitled ‘American Democracy and the World 
War,” covering the decade 1913-23—from the 
inauguration of Wilson to the death of Harding. 
The first two volumes, Pre-war Years, 1913 
1917 (1936) and America at War, 1917-1918 
(1939), were printed by the Houghton Mifflin 
Company. Although the format of the last vol- 
ume differs slightly, Professor Paxson has main- 
tained the same policy of omitting footnotes but 
of mentioning a number of references in the 
body of the text. Each volume differs somewhat 
in its approach and in its handling of the sub- 
ject; each is valuable as an effort of a profession- 
al historian to write the story of important 
years in American history. 

Of the three volumes, the last is perhaps the 
most objective. Beginning with the Armistice of 
November, 1918, the first half of Volume III 
treats the last two and a half years of the Wil- 
son administration. It covers the rapid demobili- 
zation of the war effort, the long and bitter fight 
over the treaty, and the election of 1920. The 
second half tells the story of the Harding ad- 
ministration. The over-all result, in the author’s 
words, is an “attempt to prepare a fair picture of 
democracy as it functioned in the United States 
in an interval separating two distinct phases of 
American civilization.” 

The author has given a “fair” picture of de- 
mocracy as it functioned, no matter how the 
word “fair” is interpreted. The story is told in a 
straightforward fashion, with little attempt to 
award praise or blame, but with an effort to 
cover political, diplomatic, social, and economic 
history. The political story is given the most at- 
tention and, with its emphasis on the break- 
down of party discipline, seems to be the best 
done. The failure of the Versailles ‘Treaty and 
the Washington Conference are ably handled. 
Social history receives as much attention as the 
general historian is likely to award it at the pres- 
ent time. Economic history is largely incidental. 

It is to be regretted that this volume did not 
appear two years ago. It points to some of the 
mistakes of a too rapid demobilization and to 
the misfortunes of the earlier effort to return to 
“normalcy” too quickly. It brings out clearly 
the confusion of the postwar years, the lack of 
any integrated policy of reconstruction, and the 
hopeless effort to return to a world that had 


passed. This is the chief value of the volume, al- 
though it develops many little-known or for- 
gotten facts in the political history of the period. 
It is particularly useful in its discussion of the 
farm bloc, the lame-duck session of the Sixty- 
seventh Congress, and the inevitable develop- 
ment of the ““New Federalism.” Paxson is care- 
ful to explain the background of governmental 
practices; but interpretations are scanty, and 
judgments are few. The reviewer noted only one 
error, the date of the Federal Highway Act men- 
tioned on page 339. The book appears to be writ- 
ten primarily for the general reader; but the 
student. will find it valuable, as will the special- 
ist in certain places. 

Haro_p U. FAULKNER 
Smith College 


Economic Security dnd Individual Freedom: Can 
We Have Both? By ALBERT LAUTERBACH. 
Ithaca: Cornell University Press, 1948. Pp. 
iv+178. $2.50. 


The author’s answer to the question posed by 
his title is ““Yes.”” Modern man, he thinks, is be- 
set by two major fears: fear of oppression and 
fear of depression. He would like to do some- 
thing about both. But he is confronted by a for- 
midable body of opinion which holds that “free 
competition is the only economic system that is 
compatible with freedom” and that any devia- 
tion from free enterprise in the direction of so- 
cial control or economic planning is bound to 
lead to totalitarianism, as it has supposedly 
done wherever such deviations have occurred. 

The object of Professor Lauterbach’s book 
is to help the reader over this barrier. This in- 
volves, first, questioning the possibility of mak- 
ing competition effective and of avoiding de- 
pressions under laissez faire, and then question- 
ing the “historical mythology” which attributes 
the rise of totalitarianism in recent decades to 
wilful lapses from laissez faire. The author then 
proceeds to a discussion of the welter of mean- 
ings that answer to such names as “free enter- 
prise,” “social control,” “freedom,” “social- 
ism,” and the like. His thesis is that a large and 
increasing measure of individual freedom is 
compatible with the achievement of a stable 
economy (and, indeed, is otherwise unattain- 
able) and that economic stability can be 
achieved by means of indirect controls of the 
Keynesian type which leave a large part of the 
economy under private ownership. The func- 
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tional differentiation which the institution of 
property has undergone in recent generations 
has, he thinks, left the Marxist insistence upon 
expropriation inapropos to our present situa- 
tion. Some extension of public ownership may 
be desirable. But, in the main, what is impor- 
tant is not so much who owns our industries 
as how they are managed, especially with ref- 
erence to continuous high levels of production 
and employment, investment, and consumption. 

All this is done in a spirit of sweet reasonable- 
ness that is both disarming and convincing. In 
this little book Professor Lauterbach is writing 
for the intelligent but innocent layman, a read- 
er whose needs the author’s experience at Sarah 
Lawrence College no doubt helps him to under- 
stand. Certainly he writes very well, and most 
economists would approve both the spirit and 
the substance of his exposition as far as it goes. 
In particular, his account of the different types 
of economic planning (a gamut that runs, so to 
speak, all the way from Hayek to Schacht), and 
of the various possible methods of economic con- 
trol, is excellently done. 

Nevertheless, Security and Freedom leaves 
me a bit uneasy. The contrariety of present-day 
economic opinion stems from profound differ- 
ences with regard to the fundamental nature of 
the process of economic development and the 
role of capital (fund) accumulation and business 
enterprise in that process. Will readers of this 
book appreciate those profound differences? 
Will they understand the Neo-Cartesian theory 
of wants and values that moves some econo- 
mists and many laymen to declare that every re- 
former is a dictator in an academic gown? Or 
will they gain the impression that all that is 
needed to make the industrial economy “tick” 
is a bit of Rollandian good will? I fear the latter, 
and I fear that sweet reasonableness is not ade- 
quate to the task of getting the right things 
done. 

C. E. AYRES 
University of Texas 


Pricing, Distribution, and Employment. By Jor 
S. Barn. New York: Henry Holt & Co., 1948. 
Pp. xiv+4096. $3.75. 

In this book, written as an intermediate eco- 
nomic theory text and subtitled “Economics of 
an Enterprise System,” Professor Bain explains 
how a capitalist economy performs with respect 
to six dimensions. These dimensions are: pro- 
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ductivity, efficiency, income distribution, allo- 
cation of resources, progressiveness, and stabil- 
ity. The author’s general method is that of a 
priori analysis. He is chiefly concerned with the 
logical implications, so far as these six dimen- 
sions are concerned, of income maximizing be- 
havior in an exchange economy. Despite his sub- 
title, he neglects—but does not entirely ignore 
—the effects of contemporary institutions on 
maximizing behavior. 

After considering the general nature of com- 
modity demands and of production costs, Bain 
turns to a consideration of price and output pol- 
icies in markets characterized by competition, 
monopoly, oligopoly, monopsony, and monopo- 
listic competition. Having developed the logical 
implications of profit maximizing behavior iti 
each of these market situations, he considers 
their effect on the functioning of the total econ- 
omy. He turns then to a consideration of the 
pricing of productive services in a competitive, 
monetary economy in which money is not val- 
ued as a commodity. Because such a model (de- 
spite its convenience) is inadequate for explain- 
ing the price of investable funds (i.e., interest), 
the author turns to a consideration of the capi- 
tal-formation process in an economy character- 
ized by hoarding and dishoarding and by cen- 
tral-bank policies. This leads the author into a 
brief and highly compact discussion of interest, 
money, and employment. Finally, he considers 
the theory of factor pricing as it is applied to 
rents, wages, and profits. 

Bain’s discussion of pricing and price policies 
in various types of markets stands out as a skil- 
ful piece of work. His discussion of oligopoly is 
particularly commendable. Also commendable 
are his appraisals of noncompetitive pricing pol- 
icies on the economy as a whole. He does not 
make the common mistake of generalizing from 
monopoly restriction of output in a particular 
industry to a restriction of output for the econ- 
omy as a whole. What is more, he reaches some 
sensible conclusions about the effects of non- 
competitive price and output policies on the 
progressiveness and stability of an enterprise 
economy. 

The author’s transition from the pricing of 
commodities to the pricing to the productive 
services is also a commendable piece of crafts- 
manship. The analysis in this chapter is devel- 
oped in terms of constant and repetitive flows of 
money payments between business firms, on the 
one hand, and sellers of productive services, on 
the other. In it he demonstrates that the estab- 





























lishment of excessively high prices for produc- 
tive services may lead to perpetual unemploy- 
ment and restriction of output. His discussion 
of the simultaneous adjustments made by busi- 
ness firms in the total amounts and proportions 
of the factors hired is also excellent. 

In the latter part of the book the author 
turns, in connection with his discussion of the 
rate of interest and its place in the economy, to 
an integration of the theory of pricing and the 
theory of output as a whole. The material in 
this section deserves careful reading by scholars. 
Before a theory of pricing is complete, some 
means must be found for bridging the gap be- 
tween monetary theory, on the one hand, and 
price and distribution theory, on the other. The 
synthesis presented by Bain is useful as a begin- 
ning but seems inadequate. No attention is paid 
to the effects of banks and other sources of “new 
money” on the structure of output and of prices. 
Little attention is paid to the factors limiting 
the output as a whole and to the nature of the 
inflationary process once monetary expansion is 
under way. Loan-financed expenditures by con- 
sumers are treated as investment type expendi- 
tures, while consumer expenditures financed by 
the liquidation of government bonds would pre- 
sumably be classed as consumption type ex- 
penditures. 

Bain’s book might also be criticized on meth- 
odological grounds. He pauses frequently to 
give examples from real life and to show how his 
conclusions are consistent with contemporary 
developments. Yet, before his model would be 
appropriate as an instrument for explaining con- 
temporary developments, he would have to 
modify it to take account of foreign trade, gov- 
ernment, and contemporary banking institu- 
tions as well as changes in the supplies of the 
factors. He would also have to show how mar- 
ket structures and institutional factors (such as 
the fear of public disapproval) might alter the 
character of the maximizing decisions of busi- 
nessmen. As it is, his repeated references to real- 
ity (as well as the subtitle to his book) give the 
impression that his model is adequate to the 
task of explaining reality, while (as he states in 
his last chapter) it is only a first step toward 
reality. 

It seems that Bain might well have written 
two books, one an intermediate theory text 
largely concerned with the theory of commodity 
pricing and with the pricing of productive serv- 
ices under static conditions, and the other a 
monograph dealing with the integration of the 
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theory of pricing and the theory of output as a 
whole. The first book would serve admirably as 
a statement of the theory of pricing in different 
market situations and as such would qualify as 
an excellent theory text. The second book would 
serve as a provocative and useful springboard 
for a series of journal articles. The combination 
of these two types of contributions in one vol- 
ume should not blind us to the merits of each. 


E. T. WEILER 
University of Illinois 


The New Economics: Keynes’ Influence on The- 
ory and Public Policy. Edited, with introduc- 
tions, by Seymour E. Harris. New York: 
Alfred A. Knopf, Inc., 1947. Pp. xxii+686+ 
ix. $4.50. 


As the title and authorship intimate, this 
volume is a collection of essays—many of which 
have appeared previously in professional jour- 
nals—built around analysis and description of 
the works of John Maynard Keynes. Some of 
the essays are those of Keynes. The editor sup- 
plies a lengthy introduction about the book, 
Keynes’s influence upon public policy, The Gen- 
eral Theory, and Keynes and the literature. 
There are also eight other sections of essays and 
reprints of some of Keynes's later speeches and 
papers. 

That Keynes has exerted much influence 
upon economic theory and public policy cannot 
be denied. There is perhaps some value in a col- 
lection of essays offering further interpretations 
of what Keynes said and evaluating Keynes’s 
ideas in the light of recent events. Some of the 
essays in this volume, however, might lead the 
reader to infer that Keynes’s writings are mor- 
sels from which the nutrients have already been 
extracted. It is particularly significant that the 
earlier discussions include some of the best es- 
says in the collection. This is in spite of the 
omission of some of the most penetrating of the 
earlier papers (Lange, “The Rate of Interest 
and the Optimum Propensity To Consume,” 
and Hicks, “‘“Mr. Keynes and the Classics,” are 
notable examples). 

Since some of Keynes’s works, particularly 
The General Theory, are written in a rather ob- 
scure style, the reader who has not followed 
carefully the various controversies—termino- 
logical and otherwise—will find this volume 
useful as a kind of “skeleton key” to Keynes. 
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The “earlier discussions” of Harrod and Meade 
together with Leontief’s summary of the basic 
postulates of the Keynsian system, Tobin’s 
analysis of the relationship between wages, 
prices, and employment, and Smithies’ essay on 
“Effective Demand and Employment” provide 
a fairly complete summary of the essential fea- 
tures of “‘the general theory.” 

The way in which Keynes’s assumptions 
have modified business-cycle theory is de- 
scribed by Metzler, while Nurkse summarizes 
the modifications in the theory of international 
exchange which have grown out of the applica- 
tions of Keynesian analysis. Goodwin points up 
the static nature of the Keynes (or Kahn) mul- 
tiplier—a useful device for analyzing compara- 
tive equilibrium positions—and sets forth a 
simple dynamic system employing modifications 
of Keynsian concepts. Within this framework 
one can more adequately evaluate the Keynes- 
Robertson terminological controversy. While 
virtually all these ideas can be found elsewhere, 
it is convenient to have them in a single volume. 


O. H. BROWNLEE 
University of Chicago 


L’Ordinamento bancario e V’attivita creditizia. By 
GIANNINO PARRAVICINI. Rome, Italy: Banca 
d'Italia, 1947. Pp. 194. L. 400. 


The virtue of this book, by an economist of 
the Bank of Italy, is its comprehensive and 
orderly survey of the organization and develop- 
ment of banking and credit in Italy during an 
exceedingly troubled decade, from 1936 to 1945. 
The author’s approach is technical and descrip- 
tive, and the informative details contained in 
the book contribute to fill some of the numerous 
gaps existing in this field. 

The book opens with a summary of the bank- 
ing legislation of 1926 and 1936, which brought 
into existence a centralized credit system under 
strict governmental control. At the beginning of 
World War II, policy decisions were made by an 
Inter-ministerial Committee, while the func- 
tions of control pertained to a technical organ, 
the Inspectorate for the Defense of Savings and 
the Extension of Credit, which operated through 
the branch organization of the Bank of Italy. 
Dr. Parravicini notes that this system resulted 
in an excessive bureaucratization, the elimina- 
tion of which was the objective of the change in 
the administration of credit control after the 
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war. In 1944 the Ministry of Finance took 
over the functions of the Inter-ministerial Com- 
mittee and the Inspectorate, which were abol- 
ished, retaining for itself the exercise of control 
over intermediate and long-term financing (in- 
dustrial, agricultural, and real estate) and dele- 
gating to the Bank of Italy control over com- 
mercial credit. The author, while recognizing 
the governmental nature of credit policy, makes 
a plea—on technical grounds—for the exercise 
by the Bank of Italy of control over all forms of 
credit. 

The other parts of the book deal in general 
terms with the legal and structural organization 
of the credit system and in considerable detail 
with the operations and positions of credit insti- 
tutions. Between 1936 and 1945, government 
policy, directed to deflate the banking system, 
brought about a decrease in the number of 
banks by approximately one-third, while the 
number of branch offices declined by only 11 per 
cent. The obvious consequence of this policy 
was a greater concentration of financial re- 
sources in fewer institutions. During the same 
period, especially during the war—because of 
the absorption of credit by the government, the 
slowing-down of production, the growth of infla- 
tion, and the higher liquidity of business—there 
were fewer opportunities for banks to lend to or 
invest in private, productive activities. Because 
of this the banking system became more a sav- 
ings than a financing organization, and the new 
funds of commercial and savings banks accumu- 
lated in the form of cash on hand or flowed into 
their deposits with the Bank of Italy. The end 
of the war and the revival of economic activity 
thereafter found the Italian banks with large 
available resources and highly liquid positions 
but facing difficulties in meeting their operating 
expenses because of the low level of their earning 
assets. Dr. Parravicini points out the inflation- 
ary dangers inherent in this situation and sug- 
gests the manipulation of reserve requirements 
against bank deposits as a technique for con- 
trolling or restricting the lending powers of 
banks. Such deflationary policy was, in fact, 
adopted by Governor Einaudi of the Bank of 
Italy shortly after the publication of this book. 

Dr. Parravicini gives some interesting de- 
tails concerning the finances of the “Fascist So- 
cial Republic,” which was established by Mus- 
solini in northern Italy after the Ailied armistice 
(September 8, 1943) and lasted until the libera- 
tion on April 25, 1945. During this period, char- 
acterized by foreign and civil wars, occurred 








what Dr. Parravicini calls “the great inflation.” 
The monetary circulation in the whole of Italy 
expanded by 245 billion lire (an over-all in- 
crease of 230 per cent); of this, 163 billion lire 
were accounted for in the northern area under 
Fascist and German occupation and 82 billion 
in liberated southern Italy. The much greater 
increase in the north as compared with the south 
reflects the heavy burden of the levies imposed 
by Germany upon her fascist satellite. These 
payments in currency were accompanied by 
payments in gold. In September, 1943, the en- 
tire gold stock of the Bank of Italy (amounting 
to about 130 million dollars) was transferred 
from Rome to Fortezza, near the Austrian 
border. After payments to Switzerland of 30 
million dollars (represented by gold which was 
pledged on the books of the Bank of Italy as 
security for loans obtained from the Bank of 
Internationa] Settlements and a group of Swiss 
banks), Germany removed gold valued at 75 
million dollars and left only 25 million dollars of 
gold in Italy. This amount has since been re- 
turned to Rome and to the Bank of Italy by the 
Allied authorities. 

In the final chapter of the book Dr. Par- 
ravicini adopts a broader approach in discussing 
functions and problems of credit in the phase of 
reconstruction. He analyzes the aspects of for- 
eign and domestic financing and stresses the 
limitations imposed upon the scale of financing 
by the existing level of productive capacity. 
This chapter is suggestive of aspects and policies 
in the fields of credit and production which 
would seem to deserve greater attention and 
would be of special interest to foreign readers. 

FRANK M. TAMAGNA 
Washington, D.C. 


Land Economics: Principles, Problems, and Poli- 
cies in Utilising Land Resources. By ROLAND 
R. RENNE. New York: Harper & Bros., 1947. 
Pp. xiv+736. $5.00. 


To my knowledge, this is the first compre- 
hensive textbook in land economics to appear 
since Ely and Wehrwein’s, published in 1940. 
The two books are similar in scope and ap- 
proach, but differ considerably in exposition and 
elaboration. 

“Land Economics” is defined as dealing 
“with the problems of cost, price, value, income, 
and use-control aspects of utilizing land as a 
factor in the production of economic goods and 
services . . . the full scope of land economics is a 
distinct, applied field of the parent discipline— 
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economics” (p. 7). This definition suggests that 
a course in land economics is necessary to round 
out the economic training of any student in gen- 
eral or business economics and thatsuch a course 
should become a regular part of their curricu- 
lums, just as it has become generally recognized 
in agricultural economics departments of land- 
grant colleges. Dr. Renne’s text is well adapted 
for use by students of urban and industrial back- 
ground as well as by agricultural students. By 
the same token, a course in labor economics 
should become an integral part of the training of 
any agricultural economist. The growing inter- 
dependence between industry and agriculture 
calls for a reorientation of the curriculums in 
these two fields of applied economics. 

In the analytical part of his book (Part II: 
“Principles of Land Utilization”) Renne uses 
economic rather than institutional categories in 
organizing his materia]. Throughout this “Prin- 
ciples” part, Renne makes a commendable effort 
in applying modern economic concepts and tools 
of analysis to the central issues in land econom- 
ics. 

The discussion of the “Supply of Land” 
(chap. ii) proceeds from a careful distinction be- 
tween the physical and economic supply of land 
to a cogent outline of methodology in land 
classification. Under “Demand for Land” (chap. 
iii) various population theories are outlined, the 
concepts of man-land ratio and optimum den- 
sity of population are critically examined, and 
the effect of changes in population and con- 
sumer habits upon the demand for land are 
analyzed. Chapter iv on “Land Appropriation” 
deals with the crucial aspects of the institution 
of property, particularly the apportionment of 
individual and social rights over land, under 
various conditions of historical development 
and economic conflict between individual and 
social interests. In the chapter on “Economic 
Processes in Land Utilization” (chap. v) Renne 
utilizes indifference-curve analysis to determine 
optimum land-use intensity in terms of mar- 
ginal rates of substitution of labor or capital for 
land. The discussion of specialization and com- 
parative advantage in land use is cast in the 
framework of marginal productivity analysis for 
determining optimum resource allocation. In 
the chapter on “Land Rent and Income Dis- 
tribution” (chap. vi) Renne uses the modern 
method of average and marginal cost curves to 
illustrate the emergence of rent on different 
grades of land rather than the unduly oversim- 
plified and logically confusing presentation in 
Ricardian terms. 
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The application of these analytical methods 
to the problems of land-use intensity, enterprise 
combinations, regional specialization, location, 
and rent theory is well conceived but rather 
cursory in execution. This “Principles” part of 
the book is superior to the corresponding sec- 
tions of Ely and Wehrwein. It might have bene- 
fited from a somewhat greater selectivity of is- 
sues and more intensive treatment of each of the 
issues that are taken up. As it stands, many a 
bright senior will get bogged down in reading 
these chapters and will need the help of an in- 
structor well versed in formai economic analysis 
to get straightened out. 


The second major part of the book (Part III: 
“Major Land Uses”’) is primarily descriptive, its 
treatment closely paralleling that of Ely and 
Wehrwein. The seven major land uses (agricul- 
ture, forestry, recreation, mineral resources, 
water resources, transportation, and urban uses) 
are treated in so many chapters. The eighteen 
figures in this part are almost exclusively con- 
cerned with physiographic and climatological 
data, and there is only one table, containing a 
time series of United States population, farm 
numbers, land in farms, and cropland har- 
vested. All other quantitative data are dis- 
persed throughout the text. This restricts se- 
verely the use of the work as a reference book 
for quantitative data concerning land use. 

The third major part (Part IV: “Land Use 
Problems and Policies”) deals with problems in 
four fields of public policy: land tenure, credit, 
taxation, and conservation. In each of these 
fields the economic problems that have arisen 
during recent decades are examined and their 
major causes discussed. Actual policies and pro- 
posals advanced for solving the respective prob- 
lems are outlined in broad terms. The author 
successfully avoids committing himself to any 
outspoken school of thought on what specific 
public policies should be adopted or changed or 
abolished. This part might have benefited from 
the addition of a section outlining the criteria by 
which a given policy could be appraised as to its 
socioeconomic desirability, and tested as to its 
efficacy, with respect to the ultimate goal of all 
public policy: the maximization of general wel- 
fare. 

The “Principles” established in Part II are 
woven into the discussion of these land-tenure 
and -use problems. Recent literature is skilfully 
digested, and the various theoretical and prac- 
tical arguments are well annotated by footnotes 
and references. The chapter on “Conservation 
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of Land Resources” (chap. xvii) is particularly 
well done. 

The book closes with an excellent section on 
“Planning and Control of Land Use’’ (Part V). 
Renne conceives economic planning as not only 
compatible with, but necessary for the develop- 
ment of, vigorous democratic institutions, as a 
process utilizing “organized foresight plus cor- 
rective hindsight” and, on the whole, reducing 
(rather than increasing) regimentation of indi- 
vidual activity “by eliminating some of the 
uncertainty and inhibiting force of chance in a 
situation” (p. 678). This conception of the posi- 
tive and nonrestrictive function of planning in a 
democratic society is then applied in interpret- 
ing several policies at federal, state, and local 
levels concerning submarginal lands, develop- 
ment of land resources, and agricultural, forest, 
recreational, and urban land uses. 

This text represents a synthesis of neoclassi- 
cal economic analysis, and institutional] inter- 
pretation of economic behavior and socioeco- 
nomic action, in a central field of applied eco- 
nomics. Renne’s Land Economics can be highly 
recommended for students in both agricultural 
and general or business economics. 


RAINER SCHICKELE 
North Dakota Agricultural College 


Les Problémes théoriques et pratiques de la planifi- 
cation. By CHARLES BETTELHEIM. Paris: 
Presses Universitaires de France, 1946. Pp. 
349. Fr. 240. 


Although Marx was the first to postulate 
planning, the task of developing a theory of 
planning was performed by bourgeois econom- 
ics. Hence special interest attaches to Mr. Bet- 
telheim’s attempt to use the Marxian labor- 
value doctrine as the basis for a theory of plan- 
ning. This interest is enhanced by the author’s 
endeavor to link his theoretical argument in- 
timately with the Russian experience. It is con- 
sistent with his approach that he considers so- 
cialization of the means of production as the 
prerequisite for rational planning. But, since 
this is a Marxist book not only on the pure the- 
ory but also on the practice of planning, it is 
disappointing that the author avoids the ques- 
tion of how socialization and the new forms of 
appropriation are to be achieved. 

The book is divided into an extensive intro- 
ductory summary and two main parts—plan- 
ning practice and planning theory—with five 
technical appendixes. The first five chapters of 
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Part I are devoted to an excellent and exhaus- 
tive discussion of planning in the U.S.S.R. until 
1939. Both the institutional framework and the 
techniques of establishing and executing the 
plan are described clearly and in detail. Of spe- 
cial interest is the analysis of pricing, wage- 
planning, allocation of labor and foreign trade 
(chap. iv). Chapter v deals with enforcement 
and control and, in a final section, presents an 
able appraisal of the achievements of the first 
two five-year plans. The value and readability 
of this part would have been increased, how- 
ever, by the use of more statistical material and 
by greater reliance on statistical methods of 
presentation. 

In the following two chapters the author dis- 
misses planning within capitalism as irrational. 
This conclusionis reached mainly by centeringat- 
tention on what may be called emergency plan- 
ning—for example, wartime rationing and price 
fixing. According to the author, such planning 
may operate successfully only in a shortage 
economy. In a rich and progressive economy it 
must lead to restrictionism and price chaos be- 
cause, while enterprisers may be forced to sell 
at fixed prices, they cannot be compelled to buy 
their allocated quotas of materials or borrow for 
new investment. The author neglects modern 
theories of national income, aggregate demand, 
and the multiplier within capitalism. His short 
appraisal of the New Deal is superficial and does 
not go beyond a few generalities borrowed from 
the orthodox laissez faire opponents. Thus he 
fails to prove that rational planning presup- 
poses full socialization. This appears rather to 
be assumed from the shortcomings of capitalism 
and private property to which reference is made 
in traditional Marxist language. 

A pure theory of planning is developed in 
Part II with the implied claim of providing also 
a rigorous interpretation of planning in the 
U.S.S.R. Marginal theory is said to be unable to 
solve the problem of rational calculation. Once 
more, no proof is attempted. The author is satis- 
fied with referring to Mises and Hayek who— 
themselves marginalists—have emphatically 
said so (pp. 5 and 161). This line of reasoning 
is unpleasantly reminiscent of the scholastic 
proof by authority. Meanwhile Hayek has 
changed his position and Mises has been refuted 
by other marginalists. Yet, the author dismisses 
the contributions of Dickinson, Lange, Lerner, 
and Landauer without serious appraisal. 

So far as this reviewer could see, his only ex- 
plicit objection against modern theory (and 
more specifically against Lange) is that adapta- 





tion by trial and error is “adaptation a pos- 
teriori” and perpetuates the wastefulness of 
capitalistic markets. The labor-value theory, on 
the contrary, is said to permit a priori planning 
and thus the only really rational solution of the 
problem of calculation. However, the author 
does not seem fully aware of the implications of 
his claim under the postulated conditions of con- 
sumer choice and free choice of occupation. It is 
hardly surprising that in the end the claim re- 
mains unsubstantiated: the author himself re- 
sorts to a posteriori adaptation in order to 
equate “extrinsic value” (market price) to 
“intrinsic value.” 

From modern theory the author takes over 
the concepts of elasticity of demand and sub- 
stitution. It is significant that he can explain his 
fundamental concept of “social optimum” only 
in terms of marginal utility (p. 171). 

In his effort to maintain “‘intrinsic value”’ as 
the basis of accounting Mr. Bettelheim builds 
up an increasingly complicated system of prices. 
Only under the most rigid assumptions could 
goods be sold at the “intrinsic value.” If there 
are unproductive incomes, calculation is based 
on a “cost price” (prix de revient) equal to labor 
value minus a deduction from wages to provide 
for unproductive incomes. 

This price must be further adjusted in a 
dynamic economy. Funds for new investment 
are also provided for by withholding from the 
worker part of the full value of his product. The 
part withheld constitutes the “‘production prof- 
it”; it is independent of the mechanism of dis- 
tribution which never yields a net profit. In 
order to allocate these funds rationally in the 
absence of a rate of interest, the average rate of 
profit is used for guidance. It is calculated as the 
ratio of aggregate profits to aggregate capital— 
in Marxist notation: s/C+V. It expresses the 
labor economy to be obtained from a given in- 
vestment. The price now becomes a “production 
price” (prix de production): (c+) + (c+) Zs/ 
C+V (where c = constant capital, » = pay 
roll, s = production profit, V = aggregate pay 
roll, C = aggregate constant capital). This is 
the price at which goods must sell in long-run 
equilibrium. In the short run goods sell at a 
market price, above or below the production 
price. The deviation of the market price from 
the production price indicates the need for 
adaptation (a posteriori) of the plan. In the end 
this amounts to saying that in long-run equilib- 
rium price must equal lowest average cost. 

But with a given C+V the rate of profit de- 
pends on 2s. This, in turn, is fixed by the plan- 
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ning board by arbitrary decision. The consumer 
has no influence on the portion of available re- 
sources devoted to the production of consumer 
goods. In its double function of rate of interest 
and index of productivity of investment the 
average rate of profit appears to operate in re- 
verse: the larger the amount of resources made 
available for investment through a large Zs, the 
higher the rate of average profit and hence the 
smaller the range of profitable investment op- 
portunities, and vice versa. On the other hand, 
if the average rate of profit is considered as 
given and the rate of accumulation decided ac- 
cording to the investments possible at this fixed 
rate, the relative increase in C would soon halt 
further investment (p. 267). 

The prices of natural resources finally neces- 
sitate a further correction of the production 
price in order to maintain the equality of aggre- 
gate income payments and aggregate value of 
consumer-goods output. Natural resources 
have no “intrinsic value.” Their accounting 
prices are determined as the rate of labor saved 
through their use (“rent”), capitalized at the 
going average rate of profit. No-rent land at the 
extensive margin would have no price. This pro- 
cedure is used to compare an outlay in capital 
with an outlay in land. In order to allocate a 
given land among various uses, the author re- 
sorts to a highly involved comparison of the 
rents earned (labor saved) by the land in each 
possible use. The whole procedure is inordinate- 
ly cumbersome and inapplicable to practical 
use. More serious still, it leaves a considerable 
margin of indeterminateness. 

The problem of reducing various grades of 
labor to common standard labor remains un- 
solved (p. 163). Free choice of occupation hav- 
ing been postulated, the allocation of labor is 
apparently achieved by wage incentives. How 
this is compatible with the pricing mechanism 
based on “intrinsic value” is not clear. This 
method might conceivably also interfere with 
the investment decisions, based as they are on 
the saving of labor time accounted in units of 
standard labor. 

In the end the “intrinsic value” appears to 
be nothing more than a simple accounting unit. 
But Lange and Schumpeter have pointed out 
that labor time may conveniently be used as an 
accounting unit. This is no longer Marxian 
labor-value theory. Moreover, the author main- 
tains throughout the assumption of constant 
cost. Had he relaxed this assumption, he would 
very likely have arrived at the concepts of mar- 
ginal productivity and marginal cost. 
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Unfortunately, the book is poorly organized 
and therefore difficult to read. The presentation 
is unnecessarily complicated by the numerous 
arithmetical examples of the Marxian schemata 
which could advantageously have been replaced 
by simple algebraic notation. 

In conclusion it may be said that this book 
constitutes a valuable contribution to the the- 
ory of planning. But its chief value lies perhaps 
in its bringing into sharp focus the insuperable 
difficulties confronting the attempt to build a 
system of rational calculation on Marxian labor 
value. By its very clumsiness it provides a con- 
vincing argument in favor of modern planning 
theory. 

Exrte GrunBERG 
University of Akron 


A Sarmiento Anthology. Translated by STUART 
Epcar Grummon. Edited, with introduction 
and notes, by ALLISON WILLIAMS BUNKLEY. 
Princeton, N.J.: Princeton University Press, 
1948. Pp. 336. $5.00. 

Domingo Faustino Sarmiento liked to think 
of himself as Argentina’s Benjamin Franklin. 
Indeed, notable parallels in the lives of the 
two men may be discovered: faith in democracy, 
espousal of popular education, catholicity of in- 
terests, and literary achievement embracing a 
wide range of subjects. But Sarmiento, who, 
unlike Franklin, became president of his coun- 
try (1868-74), lived to see most of his ideas re- 
jected and government as an expression of 
popular will ground under the heel of the 
Argentine caudillo, then as now the symbol of 
distrust in democratic processes. 

The present anthology samples well Sarmien- 
to’s writings on education, journalism, history, 
and politics. If there is little of interest to the 
economic historian, the fault lies not with the 
selection of pieces to translate but in Sarmien- 
to’s comparative neglect of economic questions. 
In “Travels in the United States in 1847” he 
remarked: 

If God were to entrust me with the formation of 
a great republic, our own, for example, I would not 
undertake such a difficult task unless I were granted 
at least these conditions: unlimited space for two 
hundred million inhabitants ultimately to develop; a 
broad frontage on the seas, and coasts honeycombed 
with bays and gulfs; a varied surface but not one so 
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Although Argentina never had either a popu- 
lation of two hundred million or an abundance 
of coal and iron, Sarmiento, as a public official, 
adopted measures to improve transportation, 
encourage the immigration of artisans, and 
stimulate technical training and scientific in- 
vestigations. He saw the “Saxon’’ people in pos- 
session of a part of America “admirably suited 
to its industrial instincts,” while the Spanish 
acquired “‘a region made to order for its proud 
laziness, backwardness and industrial inepti- 
tude”; but he nevertheless aspired to start 
Argentina on the road to economic greatness 
comparable to that of the United States. Much 
of Argentina’s unpreparedness for material 
progress he attributed to its heritage of Spanish 
culture, which he hoped to see uprooted by the 
public school and a free and liberal press. In sub- 
stance, Sarmiento’s major practical and intel- 
lectual labor concentrated on the task of re- 
forming social and political institutions. 

The purpose of this volume—‘to introduce 
the thought of Sarmiento to the American read- 
ing public’—hardly constitutes an urgent 
scholarly employment, It is true that little of 
Sarmiento’s writing can be found in English 
translation. Whether the American reading pub- 
lic interested in Sarmiento includes many who 
cannot read nineteenth-century Spanish prose 
even an enthusiastic Hispanist might regret- 
fully doubt. 

RosBert S. SMITH 
Duke University 


Egypt: An Economic and Social Analysis. By 
CuHaRLEs Issawt. New York: Oxford Univer- 
sity Press, 1947. Pp. xvi+-219. $4.50. 

Books about the areas where Rudyard Kip- 
ling’s heroes have shouldered the “white man’s 
burden” have all too often represented one of 
two extremes: either a glorification of what for- 
eign investment and honest and efficient Euro- 
pean administration have done for the country 
or a wholesale criticism of foreign capitalists and 
imperialists. This objective description and 
judicious appraisal of the economic problems of 
Egypt as of the outbreak of the second World 
War—written by an Egyptian of Lebanese ex- 
traction who is now adjunct professor of politi- 
cal science at the American University of Beirut 
and published under the auspices of the Royal 
Institute of International Affairs—is a welcome 
addition to the economic literature on the 
Middle East. 

The first three chapters sketch the develop- 
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ment of the country up to 1922; seven chapters 
cover economic conditions; three chapters deal 
with social structure, political structure, and 
education, and literature and the press; and the 
final chapter is on “Problems and Remedies.” 
The economic chapters give as adequate a cov- 
erage of the facts as can reasonably be expected, 
in view of the limited statistical information 
available on Egypt; but from the standpoint of 
the reader the effect is disappointing. Too fre- 
quently there is a lack of discrimination in the 
presentation of data, and particularly the chap- 
ter on industry reads like a statistical abstract 
in narrative form. 

The author emphasizes the poverty of the 
great bulk of the Egyptian population and sees 
the solution in “industrialization and a thor- 
oughgoing redistribution of land” (p. 50). He 
believes it important that the country get away 
from excessive dependence on cotton culture, 
which accounts for nearly 50 per cent of the 
agricultural production (pp. 63-64) and over 80 
per cent of the total exports (p. 114). The situa- 
tion is rooted deep in a system of absentee land 
ownership and is also fostered by the greater 
willingness of banks to lend against cotton, 
which is easily graded and not subject to de- 
terioration (p. 64). These reasons for Egypt’s 
large cotton exports have implications for the 
theory of international trade, for they are evi- 
dence that more than natural resources and 
labor efficiency are the determinants of com- 
parative advantage. Professor Issawi is highly 
critical of the attempt to get agricultural di- 
versification by a tariff on grain, for the “soil of 
Egypt is much too precious to be wasted on 
wheat and maize” (p. 71); his solution is the 
development of fruits, vegetables, and dairy 
produce (p. 71). 

His program for industrialization is much 
moer modest than that of many enthusiasts in 
agricultural countries, for he recognizes two 
limiting factors on Egyptian industrial develop- 
ment: the shortage of raw materials and the lim- 
ited internal market resulting from the poverty 
of the agricultural population. Both his agricul- 
tural program and his industrial program are in 
the last analysis based upon the breaking-up of 
the great estates, the removal of the duties on 
cereals, and the improvement of technical con- 
ditions in agriculture particularly through the 
growth of co-operatives. The thesis is well sum- 
marized in a passage in the closing chapter: 
“An internal market can come only with more 
widespread prosperity, and this in turn is de- 
pendent on a redistribution of wealth....A 





4a 43 b> fs &» & = 








BOOK REVIEWS 


feudal structure of agriculture may have many 
merits, but it is incompatible with the develop- 
ment of modern large-scale industry and nation- 
wide education” (p. 201). 

A bibliography (pp. 204-9), largely on eco- 
nomic affairs, adds to the value of the book. 


FRANK WHITSON FETTER 
Northwestern University 


States and Morals: A Study in Political Conflicts. 
By T. D. Wetpon. New York: McGraw- 
Hill Book Co., Inc., 1947. Pp. xi+301. $3.00. 


This book by an Oxford professor of philoso- 
phy proceeds on two levels: the level of abstract 
analysis and the level of concrete philosophic 
and political issues. Whatever one may think 
about the author’s efforts in the former field— 
and there is, indeed, considerable room for argu- 
ment—there can be no doubt that Professor 
Weldon has made an outstanding contribution 
to the clarification of some of the fundamental 
problems of the political philosophy and prac- 
tice of our time. 

According to the author, it is the purpose of 
political philosophy “‘to discover the grounds on 
which the state claims to exercise authority over 
its members” (p. 1). To this question, political 
philosophy has given two typical answers. 
Either the state is considered to have an ex- 
istence and a value of its own, to which the 
existence and the rights of the individual are 
subordinate (the organic conception of the 
state), or the state is but a mechanism set up for 
the purpose of serving the ends of individuals 
(the mechanical conception of the state). The 
former is exemplified by Aristotle, Rousseau, 
and Hegel; the latter, by Hobbes, Locke, and 
Marx. To this philosophical position correspond 
certain types of actual states, the organic con- 
ception manifesting itself in our time in the 
totalitarianism of the Soviet Union (which Wel- 
don does not classify as a Marxist state), the 
mechanical one finding its typical expression in 
the liberal democracy of the United States. 

It is the thesis of Weldon that these typologi- 
cal differences of political theory and practice 
are fundamental and unbridgeable by either ra- 
tional discussion or compromise. They have 
their roots in the moral sentiments of whole 
peoples. Hence, no particular political philoso- 
phy can be proved to be universally valid, nor 
can any particular form of government be made 
acceptable to all the peoples of the earth. It fol- 
lows that a nation can attempt to export its own 
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political philosophy to other nations only at the 
risk of a war of conquest by which that political 
philosophy will be imposed upon the unwilling 
vanquished. It follows also that the chances of 
success for such a crusade on behalf of a particu- 
lar political philosophy are slim, for such a cru- 
sade can succeed only if it is able to transform 
the moral sentiments of the people which it tries 
to convert to its own political creed. 

The author believes that the world is today 
confronted with the danger of a religious war 
between the United States and the Soviet 
Union, each superpower trying to impose its 
own conception of the state upon the other. The 
author’s recipe for avoiding this calamity is a 
relativistic empiricism which takes its point of 
departure from Oliver Cromwell’s profound re- 
minder: “Is it therefore infallibly agreeable to 
the Word of God, all that you say? I beseech 
you, in the bowels of Christ, think it possible 
you may be mistaken.” In practical terms this 
means that the United States and the Soviet 
Union ought to stop arguing about the funda- 
mentals of their political philosophies, on which 
argument can serve no useful purpose. Once 
they have done this, they can deal with second- 
ary issues in the spirit of compromise. “If both 
will not accept this limitation, there is nothing 
for it but to bring out the atomic bombs. I can- 
not myself see why both of them should not 
accept it. But the trouble, or perhaps it is the 
merit, of empiricism is that it prevents me from 
seeing any sense in embarking on ideological 
wars in order to improve the morals of people in 
whose moral welfare I am not greatly inter- 
ested” (p. 296). 

This is not an exciting conclusion, but it is an 
eminently sane and sensible one. It ought to be 
pondered by students and practitioners of inter- 
national affairs. 

Hans J. MorRGENTHAU 
University of Chicago 


Nouvelles et spéculations @ Venise au début du 
XVI* siécle. By Prerre SARDELLA. (“Cahiers 
des annales: Economies—sociétés—civilisa- 
tions,” No. 1.) Paris: Librairie Armand Co- 
lin, [1948]. Pp. 85. Fr. 120. 


This is a fragment of what, after further 
studies, M. Sardella hopes to publish as Le 
Transmission des nouvelles en Méditerranée anc 
Constitution économique et sociale de Venise au 
début du XVI* siécle (cf. pp. 51-52). Here he 
works out, as far as sources so far examined may 
allow, the course of prices in Venice during the 
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late fifteenth and early sixteenth centuries for 
bread grains, spices, government “securities,” 
and marine “insurance.” Thanks to the diaries 
of the younger Sanudo (1496-1533), grain prices 
are closely ascertained, but the other price data 
are much more sketchy. Alongside these are 
tabulated data concerning the volume and in- 
tensity of Venetian correspondence with all im- 
portant capitals and markets from the Levant to 
London. There are useful analyses of the costs 
of news transmission; rapid services were too 
costly for all except governments and wealthy 
ecclesiastics or merchants. 

In a second section Sardella tries to weigh the 
impact of news upon successive markets and to 
appraise the economic and social consequences. 
Here he handles delicate materials, and his ten- 
tative conclusions will not all be accepted, 
though they may stimulate interest. One must 
remember that we do not know enough about 
what news does today to our markets and prices. 
Sardella’s materials allow most to be done in 
the field of grain prices and, at the other ex- 
treme, the least to be done with respect to ma- 
rine “insurance.” Indeed, the items he cites as 
examples of what news might do to “insurance” 
can scarcely be reckoned as pertinent. Premi- 
ums offered by owners whose shipments were 
aboard a vessel last reported under corsair at- 
tack are not insurance premiums. Besides, since 
there were no takers, there was scarcely a change 
in going rates. 

Since the essay is frankly ‘“work-in-prog- 
ress,” it cannot be criticized adversely for the 
omission of references which will surely be in- 
cluded in the completed studies. But Professor 
Frederic C. Lane’s works on closely related 
topics are not noticed, although both Lane and 
Sardella are in turn closely linked personally 
and professionally with the venerated master of 
Venetian studies, Gino Luzzatto. Lane’s work 
on Andrea Barbarigo (1944) is quite full of ma- 
terials pertinent to the work of Sardella, espe- 
cially pages 199-202. 

This is the first of the “Cahiers,” dedicated 
to the late Marc Bloch and designed to parallel 
the revived Bloch-Febvre “Annales (Economies 
—sociétés—civilisations).” Each “Cahier” will 
consist of a study shorter than a monograph but 
too long for a review or journal. The second 
number, by C. Morazé, has also appeared. The 
idea is sound; the editors’ drive is manifest; the 
enterprise should prosper. 


RoBert L. REYNOLDS 
University of Wisconsin 
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Unionisation of Professional Engineers and 
Chemists. By HERBERT R. NorturuP. New 
York: Industrial Relations Counselors, Inc., 
1946. Pp. 52. $1.50. 

This study analyzes a small but important 
part of the nation’s work force. Numerically, 
the 150,000 professional engineers and chemists 
make up an insignificant part of the total labor 
force. Functionally, they influence to an impor- 
tant degree the rate of technological change in 
industry generally and the efficiency and com- 
petitive strength of individual companies. 

Information about unionism within this pro- 
fessional group, in common with the white-col- 
lar union field generally, has been notably lack- 
ing in the literature of industrial relations. In 
this brief but rather comprehensive survey, Mr. 
Northrup has performed the valuable service of 
bringing together some of the facts on unioniza- 
tion in this field. 

His report covers five major areas: the gen- 
eral factors stimulating interest in unionization 
by engineers and chemists; the extent of union- 
ization among them; attitudes and practices of 
the engineering founder societies in relation to 
unionism; N.L.R.B. rulings affecting prafes- 
sional employees; and major issues and prac- 
tices in collective bargaining by these unions. 

A leading value of the report lies in the chap- 
ter and appendixes on the current status of the 
unions in this field. For each of the major un- 
ions there are approximate membership figures, 
affiliation, and a brief historical account of the 
growth and development of the organization. 
Independent unions are also covered briefly, to- 
gether with a more detailed treatment of those 
sponsored by the American Society of Civil En- 
gineers and the American Chemical Society. 

Northrup examines particularly the collec- 
tive bargaining “group” being set up by the 
American Society of Chemical Engineers and 
traces their weaknesses to inexperienced leaders, 
lack of funds, the “defensive” character of the 
organizations, and their generally unrealistic ap- 
proach to collective bargaining. Recognizing the 
role of the founder societies in influencing the 
actions of their members, the author has sum- 
marized their changing policies toward union- 
ization as expressed in their publications, 
through special joint committees set up to study 
the subject, and in their occasional intervention 
in organizing campaigns among engineers. 

Collective bargaining practices of most of the 
professional engineers’ unions and contract pro- 
visions appear to differ little from those of other 








W 











unions, except for such special issues as time off 
for attending conventions and employee remu- 
neration for developing patents. In judging the 
possible effects of collective bargaining by en- 
gineers, Northrup concludes that since their 
group is small relative to the total numbers em- 
ployed by industry, making demand for their 
labor inelastic, salary increases won in bargain- 
ing will probably have little effect on employ- 
ment and industrial research. 

Whether unionization of engineers and chem- 
ists will become widespread cannot be ascer- 
tained from this report. No comprehensive anal- 
ysis or interpretation of the underlying causes 
of unionization among engineers and chemists 
was attempted in this study. To be able to pre- 
dict the future of unionism in this field and its 
probable impact, we need answers to a number 
of important questions. Why have only 5-10 per 
cent of engineers joined unions, although all are 
affected by similar economic conditions? Is there 
a special “engineers’ personality” which appears 
to be incompatible with present-day unionism? 
Is the attitude toward unionism expressed in the 
publications of the professional associations 
typical of the beliefs of engineers and chemists 
generally? Is it mainly the concern for maintain- 
ing professional ethics, as the author seems to 
indicate, that has prevented large numbers of 
engineers and chemists from joining unions? 
What are the specific factors which have moti- 
vated engingers and chemists toward unionism 
in particular situations? 

These are some of the questions yet to be 
answered. In this brief report Northrup could 
not make such a detailed analysis, but he has 
succeeded in drawing together the main facts 
about unionization in the field and in opening 
the way for more analytical and interpretive 
studies. 

Rosert K. Burns 
University of Chicago 


War Economics of Primary Producing Countries. 
By A. R. Prest. New York: Cambridge 
University Press, 1948. Pp. ix+301. $4.50. 


Readers of this book should not be misled by 
the title. The somewhat ambiguous term “pri- 
mary producing countries” does not relate, as 
some might expect, to the major producing 
countries but to countries whose production and 
exports chiefly consist of primary materials. It 
would have been preferable if the author had 
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used the term “underdeveloped” or some other 
less ambiguous description. 

Furthermore, the author does not deal with 
all underdeveloped countries, as the general na- 
ture of the title leads one to expect, but only 
with nine selected areas; and by no means are 
they spread so as to serve as a general sample of 
underdeveloped regions. For example, no coun- 
try on the Latin-American continent is repre- 
sented. The areas treated are India, the major 
countries of the Middle East, and two British 
crown colonies (Nigeria and Trinidad). It will be 
noted that the selection has been largely gov- 
erned by the importance of countries to the 
British war effort and with respect to the prob- 
lem of postwar sterling balances. This is another 
limitation which might well have been indicated 
in the title. 

Despite this, however, one must recognize 
that this is a very competent book. The heart of 
the volume lies in the individual studies of the 
nine territories. There is one general survey sec- 
tion and one section of conclusions (altogether 
about fifty pages) which will provide the hur- 
ried reader with a summary of the author’s find- 
ings. The arrangement is a little puzzling, since 
the general survey which precedes the country 
studies and the conclusions which follow them 
seem to traverse very similar ground. Could it 
be that the country studies have simply served 
to confirm the arguments suggested by general 
economics? . 

The country studies are a fascinating exam- 
ple of a much-t.~,iected part of economic sci- 
ence—namely, the application of modern macro- 
economics to underdeveloped regions ; but there 
are points of detail on which one may disagree 
with the author. For instance, one wonders 
whether much useful information can be ob- 
tained by lumping together the statistics of a 
country like Palestine, consisting of two such 
heterogeneous economies. Similarly, one feels 
that some important problems are neglected. 
For instance, in the case of Palestine and Ni- 
geria one should have wished for some analysis 
of how far the regime of currency boards which 
force these territories to have an export surplus 
before they can add to their domestic currency 
has had the effect of intensifying inflationary 
pressure in their war economies. Perhaps Prest 
could be induced to undertake a separate study 
of this important problem. 

Prest’s general conclusion is that inflationary 
pressure in these underdeveloped countries was 
greater than in the more highly developed ones, 
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since their supplies were more rigid and less 
capable of extension because of deficiencies in 
administration and controls and of failure on 
the part of the major powers (in this case main- 
ly England) to utilize their economic resources 
acccording to some careful over-all plan. On the 
other hand, the author also holds that inflation- 
ary pressure in those countries on balance did 
much less harm than in the more advanced 
countries. 

The economic analysis explaining the rigidity 
of supply in these underdeveloped countries in 
response to increased monetary demand is uni- 
formly at a very high level. The facts stressed 
are “backward rising supply curves” in agricul- 
ture and the lack of imported incentive goods. 
The main criticism of this part of the analysis 
is that the author does not always clearly dis- 
tinguish between low output and rigid output in 
underdeveloped countries. One also feels that he 
has neglected an explanation which is at the 
same time simpler and more satisfying than 
some of the ones on which he relies. This is that 
the more developed countries invest part of their 
high standard of living not only in increased 
leisure but also in not producing, in ordinary 
times, as much as they proved capable of doing 
in response to the new incentives and increased 
monetary demand associated with wartime con- 
ditions. Hence their greater capacity for “‘smoth- 
ering the inflation in goods.” 

There is certainly a considerable element of 
truth in the author’s view that inflation in the 
special conditions of these underdeveloped coun- 
tries did comparatively little harm and may 
have done some good. However, one must be 
careful in using such an argument. In this con- 
nection it is a great pity that, except for the last 
three pages, the author does not apply the anal- 
ysis of wartime conditions in those countries to 
ordinary development which gives rise to many 
similar problems. From that point of view, in- 
flation is a deplorable event. In those under- 
developed countries the great social invention 
of money has still largely to be made and may 
be more important to them than most techno- 
logical improvements. It would be a tragedy if 
that invention were nipped in the bud by their 
experience with wartime inflation. Incidentally, 
the fact that the monetary nexus in those coun- 
tries has still largely to be developed is not suf- 
ficiently taken into account in this book. For in- 
stance, before drawing conclusions from in- 
creased money supplies in those underdeveloped 
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countries, one should have to investigate how 
far these increases simply represent the spread 
of a monetary economy in countries previously 
self-sufficient or engaged in barter. This would 
make a considerable difference in the interpre- 
tation of the amount of inflationary pressure 
increased money supplies represent. 

Other criticisms may be made. The author 
seems wrong in suggesting on page 16 that in un- 
derdeveloped countries stocks of goods are less 
important relatively to turnover than in more 
advanced countries. His judgment leads him to 
contradict his own statement later on (p. 287) 
when he stresses the dangers of hoarding and of 
“saving in goods” in underdeveloped areas. 
Similarly, the reviewer has serious doubts about 
the argument that in underdeveloped countries 
one finds “‘much nearer approximation to condi- 
tions of free competition” (p. 296) and that this 
facilitates price adjustments after inflation. On 
the contrary, in view of the scarcity of nonagri- 
cultural activities, most of them are carried on 
under heavily monopolistic conditions, often re- 
inforced by tariff protection. If trade associa- 
tions are absent, as Prest explains, this is so be- 
cause they are not necessary for output and 
price control. 

No criticism can detract from the fact that 
this is a good and stimulating book in a com- 
paratively untouched field of economics. In par- 
ticular, the reviewer wholeheartedly agrees with 
the primary importance of developipg Marshal- 
lian “external economies” in the underdevel- 
oped countries. In their absence one finds a main 
clue both to low output and to rigid output. 
Finally, the author shows convincingly that 
domestic finance for the development of these 
backward countries is limited by the very na- 
ture of the problem. Any plan for economic de- 
velopment will only lead to inflation unless out- 
put can be increased. But the increase in output 
is dependent on imports of machinery and the 
development of the specially “capital-intensive” 
external economies. 

H. W. SINGER 
Lake Success, New York 


Investment, Location, and Size of Plant. By P. 
SARGENT FLORENCE, assisted by W. Bat- 
pamus. Cambridge: Cambridge University 
Press, 1948. Pp. x+-211. $3.75. 


Professor Florence presents a statistical 
analysis, based largely upon British Census of 
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Production data, of variations among indus- 
tries in typical plant size compared with varia- 
tions in geographical concentration and with 
horse power per worker. At fundamental points 
the work is so ambiguous that none of the find- 
ings can be deemed established, but one of the 
two main findings is interesting and deserves 
further study. 

This finding is that (1) the more concentrated 
geographically an industry is, up to a certain 
point, the larger is the typical plant, but (2) if 
the industry is highly concentrated, the typical 
plant is medium-sized or possibly even smaller. 
The first part of the finding is explained chief- 
ly in terms of heavy transportation costs of ma- 
terials or products, which tie plants to small sup- 
ply sources or to small consuming areas. The ex- 
planation given for the second part of the find- 
ing is that plants specialize on a narrower range 
of functions within large industries when prox- 
imity reduces co-ordination problems between 
complementary plants. Special studies of Bir- 
mingham metal trades and Lancashire textile 
trades amplify this latter finding. It gives sup- 
port to the famous thesis of Adam Smith, much 
emphasized also by Alfred Marshall and Allyn 
Young, that the division of labor is limited by 
the extent of the market (and vice versa?). 

The second major finding is that horsepower 
(taken as a measure of investment) per worker 
increases with plant size separately in “continu- 
ous” and “‘assembly” industries, although there 
is no apparent relationship when the two types 
of industries are merged. This finding is signifi- 
cant only if the distinction between the two 
types of industries is clear and meaningful, and 
I must confess that it eludes me. Neither Flor- 
ence’s criteria (pp. 7-8, 101-2, e.g., is the indus- 
try named after a material?) nor the original 
discussion of John Duncan, to which reference 
is made, seem to have analytical clarity or sig- 
nificance. All industries assemble resources and 
materials, and most do more than combine them 
without processing. It seems almost as captious 
to call printing assembly and wallpaper con- 
tinuous as to call general hardware both con- 
tinuous (p. 10) and assembly (p. 162). The ratio 
of cost materials to value of product would give 
some notion of the economic extent of an indus- 
try’s transformation of its materials, but it 
would lead to a very different listing: the ma- 
chinery industries, for example, would be trans- 
ferred from assembly to the other class (better 
called, say, transformation). And horsepower is 
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a rather flimsy measure of capital investment, 
especially in comparisons between industries. 

Briefer discussions are also made of several 
other topics. Industries are classified as “light” 
or “heavy” by several measures (pp. 8-9, Ap- 
pendix I). Since these terms are frequently en- 
countered, one wishes Florence had been more 
explicit on the uses of this classification. He 
compares plant size in Great Britain and the 
United States (Appendix ITI) and finds that 
there is a fairly close agreement in the size of an 
industry in the two countries. This agreement is 
attributed chiefly to technological factors. It is 
a challenging hypothesis that deserves careful 
testing. 

The basic ambiguity in the study is the meas- 
urement of size of plant. The economist will be 
interested in size relative to the industry when 
studying monopoly or economies of scale and in 
facets of absolute size (e.g., investment require- 
ments as a barrier to entry). The technician will 
no doubt be interested in wholly different phe- 
nomena: perhaps cubic contents of buildings, 
number of separate technological processes, etc. 
Florence ignores the hard problems involved in 
a choice of measure of size; he simply chooses 
number of workers because it is available in the 
census (some curious justifications are also given 
on p. 13), which apparently must be used. Num- 
ber of workers is not an obviously meaningful 
measure of economic size (since quality of work- 
ers and amounts of other inputs are ignored) nor 
even a very good measure of labor force (since 
number of shifts and hours of work and seasonal 
patterns are ignored). Moreover, the details of 
the classification are not well done: the criteria 
for the three smallest classes overlap (p. 17); 
plants employing less than ten workers are ig- 
nored; at most two partition values of the ogive 
of the number of workers are used to define a 
plant size (motivated by a desire to have 50 per 
cent of the workers in any two adjacent class 
intervals—of varying width) ; etc. 

Indeed the whole study has an air of careless- 
ness. Here is an example (p. 91): 

B. Value of capital added in a given year per worker 

[as a measure of intensity of investment]. 

This measure is obtainable from the U.S. 

Census of Manufactures, 1941. 


Pro 


1. Actual sum spent known. 

2. If span of years averaged, this index corre- 
sponds to required definition of instrumen- 
tal capital investment. 
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Con: 

1. Single year is arbitrary. In the particular 
year of the Census investment in one in- 
dustry may be growing particularly fast, 
though the total of its investment is low, 
and vice versa. 


There was no Census of Manufacturers in 1941; 
no United States Census has given capital added 
during the year; in 1939 expenditures on plant 
and equipment was given for the first (and so 


far the last) time; his category excludes leased 
resources and resources charged against current 
income and to this material extent does not cor- 
respond with instrumental capital additions; if 
the figures were available continuously, one 
would cumulate and not average them. On care- 
fulness one should speak only pros all his life. 


GEORGE J. STIGLER 
Columbia University 
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